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Wi1aM O. Jones 


THE FOOD AND AGRICULTURAL 
ECONOMIES OF TROPICAL AFRICA: 
A SUMMARY VIEW 


Economic changes now under way and projected in the coun- 
tries of tropical Africa will inevitably induce stresses to which domestic agri- 
culture must adjust; the way in which the agricultural economy behaves under 
these stresses can have a profound influence on the rate, even on the presence, 
of economic growth. If declining rural populations find themselves unable to 
carry on production at present rates, let alone to increase output to feed the 
growing cities, a crippling burden may have to be borne by the limited supplies 
of foreign exchange. To the extent that domestic agriculture can meet increasing 
total demands for foodstuffs resulting from rising incomes and increasing so- 
phistication of consumers it can contribute directly to raising consumption levels 
and thereby to economic advance. 

Agriculture is the principal occupation of most African producers; foodstuffs 
account for much the larger part of the income of African consumers. Knowledge 
of the present nature of African food and agriculture, of the kinds of changes 
likely to occur in demand for food, and of the probable responses of agriculture, 
appears critical in appraising tropical Africa’s potentialities for economic growth. 

In the following pages an attempt is made to set forth some essential charac- 
teristics of tropical African food and agricultural economies as they now are, 
and to suggest their capacity for adjustment to changes that are likely to occur. 
Quantitative information about African economies is deficient in coverage and 
in reliability, and detailed qualitative information is not plentiful. The general- 
ized account that follows is based on a variety of sources—ethnographic, eco- 
nomic, nutritional, agronomic, and administrative.* It leaves many questions 
unsolved, and its details are subject to modification, although its generalities 
probably are not. 


COMPOSITION AND QUALITY OF AFRICAN DIETS 
African diets are typical of those commonly consumed by people with low 
incomes almost everywhere in the world. The bulk of each meal consists of a 
mass of porridge or paste made from one of the starchy staples—cereals, starchy 


1 Many of the more pertinent sources are cited in 14 and 16. 
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fruits, or roots—accompanied by a sauce or gravy that adds flavor and contributes 
fat, protein, minerals, and vitamins. Communities only a few miles apart may 
rely on quite different staples, although broad zones of cereal dominance or root 
dominance can be identified. 

In the drier grasslands of tropical Africa, including the interior of former 
French West Africa, Chad, Sudan, Ethiopia, and most of East Africa, the starchy 
staples are cereals, traditionally millets and sorghums, with some wheat and teff 
in Ethiopia, and with maize important in some areas. In the moister regions 
starchy roots usually provide the base for porridge and paste, although rice is the 
first staple along the Guinea Coast from the Bandama River in the Ivory Coast 
to Casamance, and banana-plantains are the staple in a few areas, notably south- 
ern Uganda, parts of Gabon and the Congo Republic (French), and the eastern 
part of the Republic of the Congo (Belgian). Maize and rice are also found 
throughout the moist areas. Of the roots, the most important for the whole 
region is manioc, although yams, taro, malanga,” and sweet potatoes are the first 
staple in some localities. Manioc is also a major food crop in many parts of the 
grasslands, notably in the southern part of the Republic of the Congo (Belgian) 
and western and southeastern Tanganyika; sweet potatoes are a principal staple 
in parts of eastern Africa. Cattle-keeping people obtain a large part and fishing 
people living along rivers and the seacoast obtain a substantial part of total 
calories from animal sources, but these tribes make up only a small fraction of 
total population. The few quantitative estimates of the composition of African 
diets that have been made confirm the general impression of heavy reliance on 
starchy staples as a source of food calories, a characteristic of the diets of low- 
income populations. Starchy-staple ratios,* computed from African diet and 
expenditure studies, are among the highest in the world. 

Proteins in African diets are largely of vegetable origin, coming partly from 
the starchy staples, but more importantly from legumes—peanuts, beans, and 
peas—and from green leaves. Approximate diets reported from the region of 
Thysville in the Republic of the Congo (Belgian), for example, show peanuts 
supplying 275 calories per day out of a total of about 2,500, and beans supplying 
35 calories in one district, 171 in a second, and 684 in a third. Meat and fish, on 
the other hand, contributed only 6-12 calories per day (5). Oil comes principally 
from the oil palm in regions where it grows, elsewhere from peanuts, shea butter, 
and sesame. 

Variety in the diet is achieved by altering the content of the sauce, by subtle 
differences in the way in which the starchy staple itself is prepared, and to a 
smaller extent by changing the staple. Sauces are seasoned with salt and hot 
peppers and may contain almost anything that is edible, including rodents, 
insects, leaves, and fungi. Variations in the sequence in which operations are 
performed lead to a wide range of dishes all prepared from the same foodstuff. 
Manioc flour, for example, is considered to be a different product when it is 
soaked in water before grinding than when it is soaked after grinding; if manioc 


2 Xanthosoma sagittifolium, the “new coco-yam” of Ghana, where taro is distinguished as the 
“old coco-yam,” Colocasia esculentum. Taro originated in southeast Asia, malanga in the West Indies. 

3 The ratio of calories obtained from starchy staples as defined above to the total amount of 
calories consumed (see 3). 
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An African cookbook contains a relatively wide range of dishes made from a 
restricted number of primary ingredients, 

Most often a community relies on only three or four different starchy staples, 
consumed in turn during the time when they are in plentiful supply. Nicol’s 
studies of diets in three northern Nigerian communities show from 73 to 93 
per cent of all calories coming from Guinea corn (sorghum) and bulrush millet, 
whereas in two southern Nigerian communities from 58 to 75 per cent of all 
food calories came from yams and manioc (19, 20). Some studies, however, show 
much greater variety: diet studies conducted by Masseyeff and Cambon in Evo- 
doula, French Cameroons, show manioc, malanga, and plantains to be the domi- 
nant staples, but taro, yams, sweet potatoes, rice, bananas, maize, and wheat to 
be seasonally important (17).* 

Diets are those of poor people, but they are not necessarily poor diets. The 
total supply of calories appears to be adequate everywhere, and Africans rarely 
know hunger in the sense of persisting shortage of food energy. In many areas 
there are actual surpluses of manioc, taro, and malanga that go unharvested 
because their value is less than the cost of harvesting and transporting to market. 
These unused stocks of roots, principally manioc, constitute a valuable reserve 
in the event of failure of other staples, but it is a reserve that can be drawn on 
only at high harvesting and transport cost. 

The evidence about total calorie supply is fairly clear, but evidence about 
malnourishment in the sense of quality of diet is not. Dietary standards appro- 
priate for the African population in a tropical environment have not been worked 
out with precision, the nutritive composition of many African dishes is not 
known, and the information from dietary studies is meager and unreliable. 
Clinical evidence appears not to show widespread nutritional deficiency, but 
the evidence is confused by the prevalence of many endemic diseases that pro- 
duce symptoms similar to those resulting from malnutrition. The most clearly 
determined nutritional disease is kwashiorkor, a disease of children caused by 
severe shortage of proteins in a diet that normally contains adequate calories. 
Kwashiorkor is known to affect large numbers of children in some localities, 
but its general incidence throughout the region has not been measured. 

The proteins of peanuts, beans, peas, bambarra nuts (Voandzeia subterra- 
nea), and of green leaves are of high quality, and when consumed in sufficient 
quantity there is little reason to expect the low consumption of animal proteins 
to cause trouble. Nevertheless, there appears to be a general craving for meat 
and fish on the part of most Africans, although some recent studies suggest 
that the extent of this desire for animal proteins may have been overestimated.® 

African diets seem most likely to result in underconsumption of some nutri- 
tive elements when special circumstances restrict the variety of foods entering 
into them. In the villages palatability is insured by the inclusion of a wide 
range of products of farm and bush in the sauces, and by variations in methods 
of preparation of the staples. Variety of ingredients also tends to produce good 
diets. But Africans living in towns find their choice much more limited, and 


* Peculiarly, this is one study that appears to show insufficient calorie intake. 
5 Some urban budget studies in Ghana show no rise in meat consumption with income (see 12). 


is crushed before drying, it yields one product; if crushed after drying, another. 3 
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tend to concentrate on a narrower range of foodstuffs. Restriction of choice 
also occurs occasionally in rapidly growing, isolated communities located in 
regions with poor soils. In these circumstances some starchy staples provide 
a much poorer core for the diet than do others. Students of diets containing 
only a narrow range of foods sometimes speak of “good” and “bad” staple foods, 
classifying as “good” most of the whole-grain cereals, as “bad” most of the roots. 
Manioc, in particular, has been attacked as a bad food because of its very low 
protein content, and indeed it is a bad food if it constitutes the entire diet—as 
are many other foods. But, “. . . it is an old adage of nutritionists, or at any 
rate it should be, that there are no bad foods, only bad diets” (16, p. 273). One 
of the serious problems resulting from increasing urbanization is to prevent the 
advantages of higher incomes from being nullified by a contraction in the variety 
of foods consumed. 

Although total annual calorie supplies appear to be adequate, episodic or 
even periodic food shortage of brief duration may occur. The so-called “hungry 
gap” believed to occur in rural communities when food stocks have been ex- 
hausted and the staple crop is not yet ready for harvest is a concern of adminis- 
trators in many territories, particularly when the staple is a cereal. It should 
not occur when manioc, taro, or malanga are grown, because these roots can be 
harvested over a period of months, even years. The gravity of the problem in 
the grain-growing areas may also be exaggerated. It is most unlikely that recur- 
rent shortages occur simply because of improvidence of producers. Ample 
evidence demonstrates the farmer’s concern over protecting his stored harvest 
from damage in crude granaries or in the rafters of dwellings, and the agricul- 
tural systems of many tribes include specific measures, such as mixed cropping 
and staggered planting, to lessen damage caused by drought, disease, and infes- 
tation. More probably, hungry gaps occur episodically when unusual conditions 
combine to prevent adequate carryovers from the preceding seasons and to cause 
shortfalls of production in the current one (cf. 18). On the other hand, con- 
sumers may in fact prefer a seasonal fluctuation in total calorie intake to uniform 
consumption throughout the year. Certainly our own ancestors relished an 
occasional feast, when they could eat all their stomachs could hold or more, even 
though it meant going on short rations for a time to pay for it. An African 
preference for “feast and famine” shows itself clearly in the savings societies 
in which each member in turn is permitted to spend all monthly savings of 
the group; it may also influence food consumption. 

Diet studies, however, show a different kind of seasonal adjustment to the 
availability of supplies of particular staples. In Attitogon, Togo, for example, 
maize is the principal calorie source as long as it remains in plentiful supply. 
As stores are reduced, however, and prices rise, manioc is increasingly substi- 
tuted for maize until manioc accounts for 60 per cent of all calories (21). Similar 
patterns are reported from western Nigeria (10) and the Cameroons (17). The 
New World crops, maize and manioc, have played an important part in easing 
the transition from old crop to new crop, maize because it can be harvested 
green, semimature, or mature, manioc because it can be harvested continuously. 
Where these crops are grown, even as supplementary foodstuffs, a hungry gap 
is unlikely. 











True famine, as distinguished from episodic shortages of brief duration, is 
rare, partly because Africans living under traditional conditions are familiar with 
a great number of wild plants that can be eaten if necessary. Famines have 
occurred under European occupation in regions of low and variable rainfall, 
such as Tanganyika and Kenya, or where density is high, as in Ruanda-Urundi. 
The transportation net in Africa, although very open, is now good enough so 
that food supplies can be moved into an area of shortage quickly to prevent 
serious hunger. But fragmentation of the European colonial empires may make 
this a serious problem for the succession states if supplies must be moved across 
new national frontiers. 

Changes in diets—African consumers show the usual tendency observed 
elsewhere in the world to cling to traditional foods and to be reluctant to substi- 
tute new staples for the old. Employers find it profitable to inform themselves 
of the traditional diets of their employees and to insure that the familiar staples 
are available. It is a mistake, however, to consider these preferences as absolute. 
The general acceptance of New World crops, now consumed throughout Africa, 
and in most instances adopted voluntarily, suggests that under appropriate cir- 
cumstances Africans may be just as willing to adopt new foods as are Europeans. 
Indeed, they may appear to be more willing to anyone who has seen the stub- 
bornness with which the English in West Africa cling to small, wrinkled 
potatoes rather than eat easily available and excellent tropical roots, such as 
yam, taro, and manioc. 

Little is known about the conditions under which New World crops were 
adopted by African communities prior to the European occupation, but enough 
to indicate that the primary incentives were economic: to reduce costs of growing 
or to reduce risks of shortages. Cost-price influences are still at work and may 
cause sudden and dramatic shifts, as was illustrated by a series of expenditure 
studies conducted in Uganda over the period 1949-57 (15). 

African food consumption patterns are changing also as the standard of 
living is altered by rising income and greater familiarity with European stand- 
ards. In the cities both of these influences are at work along with new cost 
relationships among traditional foods. Continued increases in income and in 
urbanization may be expected to lead to the following changes in diet: 

1) Total calories ingested per capita are likely to rise only slightly. If benefits 
of increased productivity and improved marketing are shared generally, the 
poorest part of the population may be expected to consume more calories than 
it does now. At the same time, other members of the population may reduce 
their output of physical energy as mechanization increases and sedentary em- 
ployment expands, with a consequent decline in calorie requirement. The 
increase in calories purchased will probably exceed the increase in calories in- 
gested as higher incomes lead to more kitchen waste. 

2) The starchy-staple ratio will undoubtedly decline. The inverse relation- 
ship between starchy-staple ratio and income that is found elsewhere in the 
world also appears in African expenditure and budget studies. 

3) Among the starchy staples, cereals and meals and flours will become rela- 
tively more important, fresh roots and starchy fruits relatively less important. 
Meals and flours cost less per thousand calories to transport and are easier to 
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prepare than the fresh products. The thick pastes or porridges—the forms in 
which bread grains are most commonly eaten now—will probably be displaced 
increasingly by leavened breads, at first doughy and only partially cooked, but 
later more and more like the European type. 

4) Consumption of fats and oils will rise, especially in areas where the oil 
palm does not flourish. 

5) Consumption of fish and meat, both fresh and preserved, will rise steadily. 

6) Demand for exotic foods, particularly canned goods from Europe, will 
rise sharply. 

7) For a time the variety of foods eaten may actually decline because wild 
products of the countryside are not available in the city. Eventually, however, 
increases in the number of new foods eaten will more than offset the decline 
in number of traditional foods. 

8) Similarly, consumption of fresh fruits and vegetables may decline for a 
time because they are expensive to transport. As incomes continue to rise, how- 
ever, fresh products will be increasingly in demand. 

9) In general, consumption of food in value terms will rise with income 
and with urbanization, creating a demand that can be met in part by increased 
domestic production, in part by imports. 

The effects of some of these changes are already apparent in African cities. 
Imports of wheat flour and rice, for example, have increased greatly since World 
War II in most countries of tropical Africa (13). 


AGRICULTURE 

The principal economic resources of Middle Africa, in terms of use, are its 
land, sunshine, and water, and the principal economic activity of the African 
population is the utilization of these resources to feed itself and to produce crops 
for export. African agriculture supplies almost all the food requirements of the 
African territories, and, except in the Rhodesias and Katanga Province of the 
Republic of the Congo (Belgian), is the principal earner of foreign exchange. 

Technology.—Farming methods in tropical Africa, with certain notable ex- 
ceptions such as in the Sudanese Gezira, differ little from those pursued cen- 
turies ago, and to western eyes appear primitive in the extreme. Fields are small 
irregular patches in the bush or forest, imperfectly cleared before burning be- 
cause of the lightness of axes and knives that are the standard implements, 
cultivated only by hoes and frequently weedy, and containing a mixture of crops 
planted in what often appears to be completely random disorder. Irrigation and 
fertilizer use are rare, mechanical or even animal draft power is uncommon, 
and the area each farm family cultivates is small. 

After three or four years in cultivation, the field is usually abandoned to 
natural growth, and may not be cultivated again for 15 to 20 years. When 
perennials such as cocoa or coffee are grown the same general practices are 
engaged in: natural forest trees are left scattered about the clearing so as to 
provide shade for the economic trees, and food crops are planted among the 
young trees to provide some return from the land while waiting for cocoa or 
coffee to come into bearing. Even the experienced observer cannot always dis- 
tinguish garden plot from bush or abandoned clearing. 












It is a mistake, however, to assume that African farming is in fact as crude 
and inefficient as its casual and unplanned appearance would suggest. African 
methods are, on the contrary, well adapted to the geographical and cultural 
environments in which they developed, and changes in them are to be under- 
taken only after most careful consideration of the ways in which the traditional 
systems operate. Critics should also be reminded that this “primitive” agricul- 
ture supports a rather sizable population, and has done so for many centuries. 

Tropical African soils are generally light and relatively low in plant nutrient 
content even when first brought into cultivation, and unless they are handled 
with care will rapidly lose fertility through leaching and rapid oxidation of 
humus content. Heavy rains, even in regions where annual rainfall is low, 
carry essential minerals down into the subsoil out of the reach of growing plants 
when they do not wash topsoil itself away. High solar radiation raises soil 
temperature to the point where the organic content is rapidly consumed. Afri- 
can agricultural methods are designed to deal with these problems in various 
ways. The most common sort of planting arrangement is to put in three or 
four crops that will mature at different times but that will maintain a green 
canopy over the ground until the last is harvested. Mixed and sequential crop- 
ping, by maintaining a constant vegetative cover over the soil, reduces the damage 
of rain and sun. It also provides protection against total crop failure when the 
mixture is made up of varieties having different moisture and soil requirements 
and with differing tolerances of drought, wind, and pests. Imperfect clearing 
of natural cover, and imperfect cultivation of the growing crops, although they 
may result from the inadequacy of African farm tools, also serve to provide 
shade and protection to the soil and to assist in re-establishment of bush or forest. 
The small, isolated fields are more easily recaptured by the natural vegetation 
than larger ones would be; at the same time spread of plant disease is much 
slower and more difficult than it is in the vast fields of America and Europe. 

Despite all the African farmer can do, however, yields from the light soils 
will fall below acceptable levels in a relatively short time, and the soil must be 
allowed to recover its fertility by resting, under natural fallow, for a long period. 
Protection of the ground surface and the long fallow are the two basic elements 
of African farming. The African farmer must every year face the necessity of 
clearing a little more new land to replace that which is allowed to go back into 
bush, and this is a costly operation. But when uncleared land is plentiful, clear- 
ing may be a less costly way of securing fertile fields than would be the addition 
of organic or mineral fertilizers. Difficulties have arisen only in certain areas 
where population has increased to the point that land cannot be kept out of 
cultivation long enough to restore nutrient and humus content to satisfactory 
levels, but this is not yet a serious problem over most of the area under con- 
sideration. As the demand for agricultural products increases, however, because 
of rising population, rising income, and increasing exports, the problem of main- 
taining soil fertility at lower cost will become one of the most pressing in African 
agriculture. When the fallow must be shortened the traditional agriculture can 
offer no solution. Nor can the problem be solved by indiscriminate introduction 
of European methods, a lesson now well learned by most agricultural officers 
in Africa. 
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Experiences in the Republic of the Congo (Belgian) illustrate what may 
happen when African environmental restrictions are ignored and farming meth- 
ods of the temperate zone are applied without modification. In the 1930’s Belgian 
authorities undertook the experimental cultivation of food crops by the most 
advanced European methods. The forest cover was completely destroyed by 
cutting, stumping, and burning. The field was then plowed thoroughly so as 
to remove all roots, and, when brought into fine tilth, planted to a cover crop of 
legumes. The cover crop was plowed under after one year-and the field thor- 
oughly cultivated again, after which it was planted to a rotation of rice, peanuts, 
manioc, and a leguminous cover crop. The results of this experiment were 
extremely disappointing. The second crop of rice yielded only one-fifth as much 
grain as the first had done, the second peanut crop was only one-sixth as large 
as the first, and even manioc yields were down one-third from the first crop 
(16, pp. 93-95). After other similar experiences the Belgians concluded that a 
sound agricultural development program in the Congo could only be built on 
the firm base of traditional African farming, and it was on this base that their 
ambitious program of paysannats indigénes rested (see below, pp. 11-12). 

Although the traditional system with its emphasis on continuous field cover 
and on long natural fallows appears to be the best so far designed, modifications 
are clearly necessary if agricultural output is to continue to rise. In regions where 
rainfall is low or highly variable seasonally or from year to year, irrigation, both 
regular and standby, could greatly increase average yields. But even in the 
well watered areas, and they are very large, production could be increased as 
much as five-fold if only the long fallow could be dispensed with. Under pres- 
sure of strong demand for land, either because resident rural populations are 
large or because market prices for farm produce are unusually attractive, some 
fields are already being kept under almost continuous cultivation, the high 
prices received being sufficient to compensate for low yields and consequent high 
cost of production. But the long range solution must lie in better soil manage- 
ment, using fertilizers and rotation of leguminous pasture to hold soil fertility 
nearer to economically optimum levels. A great deal of research in soil fertility 
has been undertaken since World War II, and solutions to most of the technical 
problems of soil maintenance appear to be near. The principal barrier to their 
application now is an economic one: the high cost of carrying fertilizers from 
port to farm, and the high cost of carrying crops from farm to market. With 
improved lower cost transportation we may look for the gradual spread of 
fertilizer use, and, when suitable leguminous cover crops are proven, to an ex- 
pansion of green manuring, with, it is to be hoped, pasturing of livestock (assum- 
ing that tsetse-fly-borne infections can be controlled). 

Agricultural development plans——The metropolitan governments made nu- 
merous attempts, principally after World War II, to improve the productivity 
of African cultivators. Some failed resoundingly, most were only moderate suc- 
cesses or moderate failures, a few achieved results commensurate with expecta- 
tions. Two of the ventures that show most promise are the Gezira scheme in 
the Republic of Sudan, and the paysannats indigénes of the Republic of the 
Congo (Belgian).° 


6 An excellent history of the Gezira scheme is given in 9. Belgian agricultural development pro- 
grams, including paysannats, in the Congo and Ruanda-Urundi are reviewed in 2. 











The Gezira development is the outgrowth of fifty years of experiment, plan- 
ning, promotion, and investment in the triangle lying between the Blue and 
White Niles. In essence it involved the transformation of some 1,000,000 acres 
of dry-farmed land to the irrigated production of long-staple cotton by tenants 
farming on a share basis, after patient experiment had demonstrated that the 
land was admirably suited to this crop. The government leased land from the 
original proprietors at a price representing its fair value before irrigation, then 
sublet to operating tenants for a share of the crop. Capital was provided jointly 
by government and by a private corporation, the Sudan Plantations Syndicate, 
which also undertook to manage the entire project for a share of the proceeds. 
When Sudan achieved its independence the Gezira had approximately 25,000 
tenants farming irrigated plots of from 20 to 40 acres. Cotton occupied more 
than 200,000 acres. The Syndicate’s concession expired in 1950 and its functions 
were then transferred to government. 

The history of the Gezira scheme presents an interesting example of the sorts 
of problems involved in transforming low-yielding land supplying only local 
needs into land of high productivity supplying a world market, and of lifting 
an impoverished farming population to relative prosperity. But this develop- 
ment was achieved under conditions not likely to be met with again in Africa 
for several decades: stable and responsible political authority capable of borrow- 
ing at favorable terms and of guaranteeing private investors against unlawful 
seizure or arbitrary administrative changes. Nor is it altogether certain that the 
Gezira will be able to continue to operate at its previous efficiency under Sudanese 
management. Neither the Syndicate nor the British government anticipated that 
the transfer of sovereignty to Sudan would come as quickly as it did, and as a 
result failed to train adequately a Sudanese staff prior to independence. 

The paysannats indigénes of the Republic of the Congo (Belgian) were a 
form of cooperative farming, more or less imposed by government, based on 
traditional farming methods but attempting to overcome some of the inade- 
quacies of that system and to prepare the way for introduction of modern tech- 
niques such as mechanical cultivation, use of pesticides, and more efficient 
planting of improved plant varieties. They, too, relied on cotton in most areas 
as their principal cash crop. The essential feature of the paysannats was the 
substitution of rectangular, adjacent holdings, on which all operators followed 
the same rotations, for the irregular, scattered, individual plots of the traditional 
system. The lands of a community or tribe were surveyed, with adequate pro- 
vision for roads, and then reallocated in accordance with the traditional system 
of rights to land. The orderliness of the new layout, and the complete knowledge 
of farm holdings that it required, made possible closer supervision of farming 
practices by agricultural officers. At the very least it was expected to lead to 
better spacing of plants in the field, and to better compliance with required 
cultural practices. The large contiguous fields formed by many small plots made 
possible the use of machines and facilitated the use of dusters and sprayers. Co- 
operative marketing, storage, and processing associated with paysannats were 
expected to reduce costs between farm and market. 

By 1958 the Belgians had settled 180,000 Congolese families on paysannats 
in all parts of the Congo, but reliable appraisals of the achievement in increasing 
productivity have not been made. Perhaps they cannot be, because of the lack 
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of knowledge of costs and productivity under the traditional system. Some 
paysannats claimed substantial increases in returns to proprietors, but it is not 
certain whether these resulted from increased efficiency or from increased effort 
called forth by more effective supervision. The fate of the paysannats in an 
independent Congo is uncertain. 

Extension services——Agricultural development schemes such as the Gezira 
and the Belgian paysannats foster more rapid growth of agricultural production 
by assigning to government or European corporations responsibility for provid- 
ing capital and for making general farm management decisions, and by pro- 
viding a working arrangement between government and farmers whereby farm- 
ers can be more easily persuaded, or coerced, into adopting farm practices 
believed by governmental experts to be beneficial. In their attempts to influence 
farmers to adopt new cultural methods they represent an extreme form of the 
much more general system of agricultural extension work that is carried on by 
government and by religious missions in one form or another in most of tropical 
Africa. 

The avowed purpose of all agricultural extension programs is to acquaint 
farmers with the advantages to themselves of adopting new methods of farming, 
including cultural practices, harvesting and handling methods, sales, and record 
keeping. But extension supervisors and teachers almost inevitably find them- 
selves going beyond the formally prescribed task of informing; especially in 
countries under paternalistic foreign rule, persuasion, exhortation, and legal 
sanctions are likely to be invoked in order to compel farmers to adopt methods 
certified as superior by the departments of agriculture. Reports of the colonial 
powers on the status of agriculture in their various African territories are replete 
with accounts of the difficulties encountered in persuading African farmers to 
do as agricultural officers thought they should. 

Administrators were seriously handicapped in many places because they or 
their predecessors had urged the adoption of methods that did more harm than 
good, such as deep plowing that led to more rapid soil erosion, or inoculations 
that killed the cattle they were intended to save. But if the results of agronomic 
research now under way in many of the African territories are to lead to signifi- 
cant increases in farm output, some sort of agricultural extension service is essen- 
tial. African farmers are not averse to adoption of new methods once they are 
persuaded of their efficacy. Extension teachers are apt to face an uphill job, 
however, until the memory of old failures can be erased by successes confidently 
to be expected from such proven innovations as improved planting material, 
insecticides, and fertilizers. 

The effectiveness of agricultural extension programs, and of agricultural 
research, can be greatly increased if extension workers will devote as much 
effort to learning from African farmers as they do to teaching them. Many past 
attempts to increase agricultural productivity failed because the officers respon- 
sible for them did not study the rationale of African farming systems and did 
not consult African farmers when new promotions or investigations were being 
contemplated. Africa has far too few agricultural officers whose understanding 
of African farmers and farming equals their knowledge of European laboratory 
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techniques and farming practices. It is just this combination of knowledge, 
however, that is essential for further agricultural progress. 


THE ECONOMIC ORDER 


Production of crops for export inevitably involves the African producer in 
the exchange economy, but production of food crops need not and often does 
not. Growing food crops for market is an important farm activity in many areas, 
but a large part of food production never enters the market, and another con- 
siderable fraction enters only into local markets where the rule of custom is 
still strong. In order to understand the organization of the largest part of 
African production, i: is necessary to examine the traditional economy in which 
most productive activities first came into being and which may still be the 
strongest determinant of their present form. Only then can the conditions for 
transmuting the existing economic order into one enjoying the advantages of a 
modern exchange economy be understood. 

The traditional economy.—The economic organization of African communi- 
ties prior to the European occupation resembled much more the household 
economies that were the first objects of study of proto-economists than they did 
the national or political economies now taken to be the subject matter of eco- 
nomics. In some areas, notably the grasslands of West Africa, long-established 
trading ties with the Mediterranean had introduced elements of the exchange 
economy that bound together the economically more advanced states of Europe 
and Asia, but even in West Africa exchange and trade affected only a small 
part of economic life. Elsewhere their influence was faint indeed. 

The essential characteristic of traditional economic life was that the indi- 
vidual’s sphere of economic action was limited almost entirely to the small 
community in which he lived. Production was carried on by thousands of small, 
unitary economies, each of which endeavored to satisfy its own needs by its 
own produce. Members of each settlement were bound to each other and set 
apart from members of all other settlements by kinship, real or simulated, by 
customary usages, by oral tradition, by law, and often by language as well as 
by geography. Political ties among these small communities, when they existed, 
were apt to be weak and unaccompanied by significant economic ties. The 
attitude toward members of other communities ranged from tentative proba- 
tionary acceptance to constant hostility. These were island economies, in some 
ways more isolated from one another by warfare and by manners than by space. 
They were small, and they were nearly closed. 

In such societies as these the crudest forms of distribution serve to link pro- 
duction to consumption. The steps between wants and satisfactions usually 
can be easily seen, and even when there is some roundaboutness in the produc- 
tion process, all operations are likely to be carried out by the same individuals, 
or members of the same family. The smallness of the community and the 
absence of organized exchange prevent development of any but the simplest 
sorts of specialization associated with sex or age. Economic determinants on 
behavior are hard to recognize, either by members of the society or by outsiders, 
because the members are ruled in all their actions by a complex of relationships 
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among which the economic ones are only one type. When a member of such 
a society takes part in a harvesting bee, for example, he may be motivated in 
varying degrees by his enjoyment of participating in a group activity, by his 
desire to win praise or status, or by his anticipation of the beer drink that will 
be held when the task is completed. Sometimes an obligation of friendship, 
kinship, or law toward the “host” may be the determining factor, sometimes 
it will be the hope that he may meet his current inamorata in the field. More 
clearly “economic” motives may also be involved, such as his concern to produce 
enough food to meet the minimum requirements of the village or to insure a 
surplus for feasting and drinking or for sale, or by his belief that this is a more 
efficient way to grow the crop, or by the expectation that his efforts will be 
repaid in kind. He may take part because he wishes to insure the favor or not 
to incur the hostility of deities or spirits, because his father, uncle, or headman 
says to, or because “government” says to (sometimes because it says not to). 
Perhaps members of western society are governed by equally complex motives 
in their economic endeavors, but in societies in which every activity and every 
good has a known value in the market it is possible to form some notion of the 
working of economic forces as distinct from all others; it is much more difficult 
to do so in the small unitary economies. 

Just as fewness of number tends to inhibit specialization with its consequent 
savings in cost and increase in real income, so also does it tend to restrict economic 
innovation and change. Good new ideas occur infrequently in any society and 
are even more rarely translated into action, but they do appear to be a function 
of the number of persons available to have ideas and to try them out. They are 
also more likely in a society that already has access to a large store of technical 
knowledge. When the society is isolated and so small that the total number of 
possible innovators is small, the chance of successful innovation is proportionately 
reduced; if the small society is linked to many others by clear and frequently 
used channels of communication this may not matter, because each new idea 
can eventually become the property of all, but when each group lives to itself, 
the small probability of innovation is not offset by the possibility of borrowing 
innovations from others. 

It is characteristic of the traditional society that group controls depend heavily 
upon blood relationship, marriage relationship, and age. The individual is led 
by extra-economic sanctions to actions considered desirable by the community, 
even though the actions themselves may be intended to achieve purely economic 
ends. Government of the community typically rests with a group of family 
heads, or of elders, or of a particular age group, or, perhaps less often, with a 
chief who governs with the consent of his peers. At the same time there is a 
strong tendency toward economic egalitarianism and toward mergence of the 
individual with the community. The over-all pattern, economically, resembles 
that of a family in which all share more or less equally in consumption, although 
special delicacies may be reserved for the head of the household. It resembles 
the family, too, in the way in which attitudes of individuals merge with those 
of the group, and individual and group welfare are identified. Under such an 
organization it is difficult for an individual to accumulate property in excess 
of that held by each of his fellows, and accumulation tends to be achieved only 
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by the leaders who, in effect, hold property for the total community. Nor does 
the individual feel a strong need to accumulate property as protection against 
personal disaster, because just as he is expected to share his surpluses with the 
group, so is the group expected to assist him when he meets with failure. 

All this is not to say that economic forces could not make themselves felt 
or that economic change could not occur in the traditional society. Rather it 
meant that economic decisions were made by the leaders of the community and 
then enforced on its members. The decision might be clearly economic but 
its implementation might not: the heads of the community might decide to 
adopt a new crop, for example, because it could be grown at low cost, because 
its yield per acre was high, or because it would provide insurance against food 
shortage caused by failure of other crops. This in itself is essentially an economic 
decision. The individual cultivator, however, was often led to plant and culti- 
vate the crop not by these considerations but because it was ordered by his 
leaders, because the spirits desired it, because it was lucky, or simply in imitation 
of the chief. 

Trade—The traditional economy has been described so far as if it were 
completely closed and unitary; in fact there appear always to have been some 
connections with “outside” and some division of function within. Most African 
communities required commodities not obtainable within their own territories, 
and got them through sharing or trading relationships with other communities. 
Oldest of the traded commodities probably was salt, which could be washed 
from the ashes of reeds and grasses burnt for this purpose, but could also be 
obtained in a more satisfactory form by trade with communities having access 
to salt deposits or to salt-water flats. Iron and copper, too, were objects of long- 
distance trade at an early date. In some areas special clays that were used as 
cosmetics or medicines were important trading goods, and intercommunity 
arrangements may have been made for the exploitation of beds of pottery clay. 
Disparities in the control of mineral resources led to trade in their products, 
and in similar fashion groups holding fishing rights in streams, or rights over 
deposits of sea shells, might trade fish or shells for other products. And some 
communities also developed special skill in the manufacture and dyeing of tex- 
tiles, or the making of pots or hewing of canoes, and traded their products for 
foodstuffs grown by others. 

Trading ties between Middle Africa and Eurasia are very old, dating back 
at least to the time of Christ and probably much earlier. Gold, leather, ivory, 
ostrich feathers, and slaves travelled across the Sahara from West Africa in 
exchange for the products of the Mediterranean World, and there was a similar 
trade between the east’ coast and Egypt, Arabia, and India. 

By the time that Europeans had penetrated the African hinterland, trade and 
local markets were widespread throughout most of tropical Africa. Today almost 
all communities participate to some extent in local markets, and a network of 
long-distance trade routes links the principal regions. But there is a great dif- 
ference in the degree of participation in the market system. In some of the cocoa- 
growing areas of West Africa most foodstuffs are purchased and most farmers 
direct their primary activity to production of crops for market. Some villages, 
on the other hand, receive only a very small part of their consumption from 
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outside and obtain almost their total food supply from their own fields. More 
commonly food and housing are home-supplied, while clothing, some household 
utensils, farm and household tools, and a very few luxuries are bought with the 
proceeds of crop sales or wages earned by working outside the traditional society. 

One important consequence of the relative isolation of the older communities 
was that they had few requirements that must be met from outside. Basic wants 
—food, clothing, and shelter—could be provided by the village except in times 
of drought, pestilence, or local war. The villager went to market only to obtain 
those “extras” that he could not himself supply, or to replenish his meager stock 
of capital goods—such as hoes and knives, that came from the outside. He could 
only go to market when he had a little “extra” production to sell and buyers 
to take it. 

As communications have improved in Africa, the number of extras available 
in village and town markets has increased, and the amount of “extra” production 
for which there was a market has also increased. In most parts of rural Africa 
this is probably all that has happened; the rural villager still feeds and houses 
himself by his own efforts, although it has become rare for him to spin and weave 
his own cloth or to clothe himself in skins. 

It is quite otherwise with Africans who work for wages in mining and com- 
mercial centers: usually they must buy their food and pay rent on rooms as the 
older custom of providing rations and living quarters as a part of the wage falls 
into disuse. When only the man goes to town, however, and wives and children 
remain at home, the situation may be no more than a perversion of that which 
prevails in the villages. A man’s wages may be little more than enough to pay 
the cost of his subsistence, unless he receives food packages from home. When 
he does, the surplus money income permits him to buy “extras” for himself and 
for his family. The distinction between essential articles of consumption and 
extras, between necessities and luxuries, takes on a special significance in societies 
such as these. 

To the extent that necessities are produced in the village, survival is not 
affected by general economic conditions. On the other hand, complete village 
self-sufficiency sharply increases the danger of famine and food shortages caused 
by crop failure. If food crops are thought of as something to be grown exclu- 
sively for consumption in the villages where they are produced, and the general 
food policy of the British government in East Africa has tended this way, food 
crops may not be regarded as normally exchangeable commodities; in some 
instances when exchange of food against money does take place it may not be 
based on economic values (4). In parts of Africa that are little influenced by 
the market economy, foodstuffs are sold only occasionally and food prices appear 
to be uninfluenced by supply or demand and to remain unchanged over periods 
of years. Prices quoted are purely nominal, and the sale of food to travellers 
under such circumstances is a form of traditional hospitality to visitors, with the 
“price” either a part of the gift exchange or a token or receipt. In many such 
cases, however, price may be in line with a sort of stabilized local value that is 
economic over a longer period even though it does not fluctuate with short-term 
changes in supply and demand. Short-term adjustments may take the form of 
fluctuations in amounts offered for sale. 














The money economy.—From the standpoint of the administrator who wishes 
to increase output, any tendency to regard foodstuffs as primarily subsistence 
rather than market commodities can pose a serious problem. It may vitiate the 
effectiveness of price incentives to increase production. At best it causes the 
supply of crops brought to market, food crops and export crops alike, to be a 
function only of the demand for “extra” consumption items, rather than of the 
demand for total income. A policy of village or regional self-sufficiency in food- 
stuffs inevitably prevents increases in productivity that would result if each com- 
munity concentrated on the production of those crops that it could grow least 
well (cf. 11). 

Africans who obtain part of their requirements from the traditional economy, 
part from the money economy, are most often thought of as being in the process 
of moving from the old to the new form of economic life. It has been suggested 
that perhaps they are not moving any place, but instead are permanently fixed half 
in one system and half in the other.’ It is possible that when they do change 
the proportionate contribution of each economy to their income the change may 
be in the direction of increased reliance on the traditional one. Or they may 
continue to rely on the older system for food and shelter, and on the newer for 
less essential consumption, so as to combine the security of the old with some 
of the higher productivity of the new. From the standpoint of the nation, it is 
extremely important that the change from the old to new system be carried to 
the point where at least the major activities are controlled through market- 
determined prices. It may be helpful therefore to consider briefly the process 
by which a society can change from a unitary, isolated form to an individualistic 
one in full communication with the world economy. 

Economic growth—The domestic economy can be made to function as a 
unit, or as an organism, because it is bound together by ties of blood, by tradi- 
tion, and by residence. A national economy must rely on less personal ties, and 
its controls are primarily those of cost and price, which manifest themselves 
through the market place. Over the centuries these economic controls have 
proven too to be among the most powerful, to whatever end, that the state has 
at its command. 

Reliance on money will increase as the list of extras that are wanted and that 
are within the reach of the general population lengthens, that is, as the standard 
of consumption rises. As some of the extras become necessities, the demand for 
money will be strengthened further. A notable instance of the transformation 
of luxury into necessity in tropical Africa is the demand for cloth. European 
cloth was one of the goods eagerly desired by Africans as early as the sixteenth 
century, but it is probably only within the past 50 years that cloth of European 
manufacture has come to be regarded as the usual material for clothing and has 
largely displaced cloth of home manufacture. European-style textiles are now 
clearly necessities, not extras. 

It is sometimes argued that an increase in the number of goods desired, called 
here a rise in the standard of consumption, may result in a decline in human 
happiness. This may be true, but there is in fact little that we or anyone else 


T See summary of remarks by L. A. Fallers and John Reedman in 7. 




















can do about it. Most peoples of the world, whatever their patterns of consump- 
tion before they came into contact with the highly productive economies of Europe 
and America, now desire the material products of those economies almost as 
ardently as do westerners themselves. Certainly Africans do, and any policy 
ignoring the strength of this desire is ill-conceived. On the other hand, it is 
equally important to realize that unhappiness results not from the increase in 
desires, but from the difficulties encountered in satisfying them. If standard of 
consumption stands always just a little above level of consumption, it can be a 
spur to increased effort and efficiency, and the discomfort resulting from the 
effort may be more than offset by anticipation of ever-rising consumption. But 
when standard is too much above level, the consequence may be frustration, 
misery, and social and economic disorganization. Something of the same sort 
may follow if imperfections in the range of available consumer goods prevent 
the would-be customer from finding useful and desired articles at prices he is 
able to pay. This is undoubtedly part of the explanation of the irrational pur- 
chases sometimes made by Africans. When a man goes to a shop with money 
in his pocket and the desire to spend it, but finds only goods he already has, or 
things that he wants but which are too expensive, or baubles, he is quite apt to 
spend his money on baubles, be he African, European, or Asian (cf. 6). 

In many parts of tropical Africa the sort of increase in standard of consump- 
tion that provokes increased reliance on the market economy is already well under 
way. It is clearly apparent in the imports of goods of European manufacture, 
and there is also visual evidence in the villages of increasing consumption of 
extras, mostly imported, but some of home manufacture. Glass windows, gal- 
vanized iron roofs, modern door hardware, lanterns, flashlights, watches, sewing 
machines, bicycles, and radios are increasingly evident in the more prosperous 
areas. And even in some rural areas, most notably in western Nigeria, more than 
half of the food supply, in terms of calories, is obtained by purchase. 

The production of crops for sale depends not only upon the producer’s demand 
for purchasing power in the form of money, but also upon the existence of 
assured regular markets for his products at reasonably remunerative prices. Pro- 
duction by African smallholders has sometimes been inhibited in the past by 
governmentally administered prices, by licensing of buyers that resulted in re- 
strictive buying practices, and by chartered monopolies. Special privileges for 
European and Asian concerns may occasionally have served a useful purpose 
in the early period by introducing modern economic procedures into the tradi- 
tionally oriented African economies, but they have far too often acted to inhibit 
the development of just those attitudes and relationships they were intended 
to foster. 

Among the steps that government can take to increase production for market 
are the familiar ones of improving transport, providing current market informa- 
tion (a much simpler matter now than in the days before the introduction of 
radio), adopting and enforcing laws requiring performance on contracts, and 
making available, though not necessarily requiring, government inspection and 
grading of produce. One of the obstacles to wider use of markets at present is 
their imperfect interconnection, with the consequence that one market may be 
glutted while another not too far away may be short. But the capacity of markets 
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to absorb supplies may be restricted also by the inadequacies of processing in- 
dustries, and there are undoubtedly numerous points along the market chain 
where bottlenecks may occur. One of the anomalies of present-day Africa is the 
widespread existence of surpluses of food and feed calories that go to waste either 
because marketing and transportation costs are too high or because market and 
storage capacity are too low. 

Increased specialization in production, itself dependent on the organization 
of economic exchange, will also tend to extend it. In its train, of course, it brings 
increased risk of bankruptcy and destitution. But the severity of the impact of 
economic failure can be moderated by society, and competition, of which failure 
is one consequence, automatically increases the society’s productivity by forcing 
less efficient producers to yield control of resources to those who are able to use 
them morc efficiently. 

Modern economies make their greatest contribution to human well-being 
because, in the words of S. H. Frankel, they free man from the “bonds of space” 
and from “the bonds of time” (8): 


. . . an addition to income implies an expansion of the horizon of indi- 
vidual and social experience. It implies that a subsistence economy, or indeed 
any microcosmic unit of economic activity, can only escape from territorial, 
customary, or other limits to its structural growth by integration within a 
greater whole. . . . To ensure an expansion of future income men must make 
those changes in their social relations, and form those new personal bonds, 
which will enable them to make use of, and hence cause them to become 
dependent on, the income-creating activities of others who can be trusted to 
make available—in exchange for present benefits—a flow of income in the 
future. Just as the bursting of customary or physical frontiers releases man 
from the bonds of space, so too the creation of debt releases him from the 
bonds of time, and can be regarded as a forcing-house of civilization. 


Further expansion of the market economy in tropical Africa will require 
investment of funds as well as ingenuity, imagination, venturesomeness, and 
hard work. The possibility of obtaining at least a part of this capital from 
domestic savings has been more or less overlooked.* Studies of the organization 
of agriculture in a few West African countries, and of the disposition of personal 
income both in East and West Africa, suggest that the African saver and investor 
may be able to make a significant contribution. An essential prerequisite of in- 
creased African investment, however, as of increased productivity generally, is 
a further expansion of the outward-looking exchange economy and a withering 
of the traditional inward-looking unitary economy. 
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Rocer W. Gray 


THE RELATIONSHIP AMONG THREE 
FUTURES MARKETS: AN EXAMPLE OF 
THE IMPORTANCE OF SPECULATION 


Most studies of futures markets have drawn their evidence from 
a single market, presumably for the reason, among others, that there are not 
many instances of closely related markets for the same commodity. The three 
major wheat futures markets in the United States provide an important illustra- 
tion of a close intermarket relationship, which is given a general formulation 
here and interpreted to exemplify the importance of speculation on futures 
markets. Each of these markets, at Chicago, Kansas City, and Minneapolis, is 
autonomous; yet they are so closely linked by arbitrage that the concept of a 
tripartite market network is a useful one to apply.’ In this article an empirical 
generalization is established which reveals the general relationship among the 
three markets, and in turn affords new insight into some of the basic principles 
of futures trading. When the apportionment of the wheat futures business among 
these three markets is understood, the principle which determines the level of 
business for any futures market is reinforced and more clearly revealed. The 
need for better understanding of the principle governing the growth and decline 
of futures markets is reaffirmed, and interest in it rekindled, by the recent widely 
divergent trends in business levels among various commodity futures markets, 
exemplified in the death or languor of those for millfeeds, butter, cotton, and 
coffee, while those for soybeans, cocoa, eggs, and potatoes were soaring to un- 
precedented heights. 

The evidence presented here may help to elucidate the prospects for futures 
markets generally, and more particularly those for wheat, which have undergone 
a less severe decline than a number of other faltering markets. The procedure 
will be to look first at the general relationship among the three markets; then, 
in the second part of the paper, to examine some exceptions to the general rule. 
The exceptions have some intrinsic interest and also help to prove the rule. 


THE GENERAL RELATIONSHIP 


It is somewhat misleading to speak of our three major wheat futures markets. 
Chicago is the major futures market, carrying about three-fourths of all the open 
1 Before their business was diminished or eliminated by government pricing arrangements, the 


whee futures markets at Liverpool and Winnipeg were parts of an international market network 
that also included these three. 
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contracts on all United States wheat futures markets in the postwar period. 
Kansas City and Minneapolis have divided nearly all of the remainder in a ratio 
of about two to one in favor of Kansas City. Thus Chicago carries about ten 
times as much open interest in wheat futures as does Minneapolis—and in some 
recent years this ratio has been even higher. Yet Chicago is a cash wheat market 
of only secondary importance, Minneapolis and Kansas City ranking first and 
second, with aggregate wheat receipts eight times larger than those at Chicago. 
Before concluding that it is surprising that Chicago has so much of the wheat 
futures business, however, it should be noted that in other terms it is surprising 
that Chicago does not have it all. There is a marked advantage in, and a tend- 
ency toward, concentration in the futures trading of most commodities. In recent 
years, illustrating this tendency, Chicago has taken the business in soybean meal 
futures away from Memphis and that in soybean oil futures away from New 
York. Moreover, the above sketch of the relative shares of the wheat futures 
business should not be construed as portraying a permanent relationship. Im- 
portant shifts in these shares have already occurred from one era to another, and 
the shares sometimes vary markedly, even from one year to the next. 

All futures markets depend upon hedging for their existence, but the relative 
amounts of hedging vary from market to market. It is perhaps more informative 
to say, in the spirit of a recent article by Working (1), that all futures markets 
are hedging markets, upon which the amount of speculation varies from one to 
another, largely according to the needs imposed by hedging. Of the three markets 
considered here, Chicago receives much the greatest proportion of speculation. 
This is one of two important facts which jointly enable us to formulate the 
principle of distribution of futures contracts (mainly hedging contracts) among 
the three. The other important fact is that most hedgers in wheat futures prefer 
the Kansas City or the Minneapolis market to the Chicago market. The two 
subsidiary markets (they are not only smaller but, as will be shown here, are 
the subsidiary markets in a coordinated system of markets) provide a “closer” 
hedge in two senses of the word. The hedge is “closer” in the geographical sense, 
in that the elevator and milling firms that do the hedging are concentrated much 
more heavily in the Kansas City and Minneapolis areas than around Chicago. 
Wheat stored in Minneapolis or Kansas City is in position for delivery on their 
futures contracts and out of position for Chicago delivery; wheat delivered on 
Minneapolis or Kansas City contracts is in position for milling there, as wheat 
delivered on Chicago contracts is not. The hedge is also “closer” in the sense 
that the contracts on the smaller markets specify classes of wheat that more nearly 
represent the needs of most hedgers, whereas that at Chicago permits delivery 
of any class of wheat, thereby fitting all hedgers at the cost of a looser fit for 
most.” 

If these two facts—of more speculation at Chicago and of hedgers’ preference 
for the other two markets—are taken in an extreme form they provide a simple 
rule of contract distribution between Chicago and the smaller markets. Suppose 
Chicago to have all of the speculation in wheat futures, instead of just most of it; 
and suppose all hedgers, instead of just most of them, to prefer the other two 


2 Prior to 1953 the Kansas City market was effectively a hard wheat market because it was un- 
economical to deliver soft wheat there; since 1953 the contract has called for a hard wheat delivery. 
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markets. Then the open interest would be distributed according to an easy rule: 
all hedging on one side (long or short) matched by hedging on the other side 
would go to Kansas City and Minneapolis. All hedging «nmatched by hedging 
on the other side would go to Chicago to be there matched by speculation. Any, 
additional speculation would also go to Chicago. In this simplified formulation, 
no mention is made of spreading as such, although it will be introduced later. 

In proceeding now to give empirical content to this model we are necessarily 
guided by the form in which data are available. Quarterly data are chosen be- 
cause the quarterly figures compiled by the Millers’ National Federation provide 
a unique reflection of the flour mill hedging which is very important in these 
markets; moreover, although the formulation presented here is limited to the 
last twenty years, use of quarterly data permits a further check of the analysis 
for an additional fifteen years, and the check tends to confirm the picture pre- 
sented here. The open contracts and reported hedging figures are taken as regu- 
larly published by the Commodity Exchange Authority, although not all hedging 
is reported as such, for only large-scale hedging is required to be reported. Finally, 
we focus here upon the change in the open contracts and large-scale hedging over 
the quarter dating from June 30 to September 30 which encompasses the annual 
surge in hedging and the accompanying rise in open interest. 

The hypothesis to be tested may be illustrated crudely prior to examining 
Charts 1 and 2, as an aid to their interpretation. It is simply that when certain 
changes in the level of reported hedging are observed on all three markets, cer- 
tain changes in the apportionment of the open interest between Chicago and 
the two satellite markets are to be expected, such that unmatched hedging 
helps Chicago’s business, whereas matched hedging helps business on the other 
markets. The summer quarter being the period of hedging upsurge that accom- 
panies the harvest movement of the crop, only increases need be illustrated. If 
the hedging increment over a quarter is 10 million bushels on the long side and 
50 million on the short, this means an increment of 40 million bushels in un- 
matched hedging and of 10 million in matched hedging. It leads to an expected 
increment of 40 million bushels in Chicago’s open interest and an increment of 
10 million bushels in the combined open interest of the two lesser markets. 
Reversing the long and short hedging figures would not change the expected 
apportionment, but a closer balance, for example, would change it. If the aggre- 
gate hedging increment of 60 million bushels of the above illustration were 
divided 30 million long and 30 million short, the expectation would be one of 
no change in the open interest at Chicago, all of the increase going to the other 
markets. 

There is, of course, a moderate arnount of speculation at the smaller markets, 
more of it long than short; hence they would be expected to receive a little more 
than the illustration suggests, especially when the hedging is overwhelmingly 
short, whereas Chicago would be expected to receive correspondingly less. But 
any further qualifications and refinements can await consideration of the general 
relationship. 

Before considering some exceptional cases that throw further light on this 
relationship, the process which produces the results shown in the charts may be 
described more realistically, laying the groundwork for the more detailed ob- 
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servations that follow. When unmatched hedging begins building up in any 
appreciable amount at Kansas City or Minneapolis, it will soon be manifest in 
price disparities relative to Chicago. The typical seasonal occurrence of un- 
matched hedging corresponds with the movement of the wheat crop into com- 
mercial hands; therefore it comes earlier at Kansas City than it does at Minne- 
apolis. Hedgers characteristically use either of these markets with “an eye on 
Chicago.” Hedging is by no means routine on these markets, as it can be at 
Chicago where its price effect is negligible. If prices on the relevant smaller 
market have already been put out of line with Chicago, hedgers tend to go 
directly to Chicago with their business, perhaps hoping to move it back to the 
smaller market if opportunity arises. The continuous surveillance under which 
hedgers keep the intermarket price differentials in itself helps to hold these dif- 
ferentials in line with trade ideas of comparative values, but there is also oppor- 
tunity for profitable arbitrage by professional spreaders, who take opposite posi- 
tions at Chicago and one of the smaller markets when it appears to them that 
prices are out of line. The spreading trade that links the smaller market to 
Chicago may be likened to a device for giving transfusions of speculation to 
markets whose speculative trade is inadequate to sustain them through periods of 
strain. It is also true that hedgers are unwilling in general to pay large profits 
to spreaders for the advantage of the “closer” hedge; hence beyond a certain point 
all of the unmatched hedging tends to go directly to Chicago. Hedging firms 
follow various rules of thumb for placing their hedges in the different markets, 
but all recognize the costs of hedging in the less speculative markets. 

For purposes of measuring the relationships depicted in Charts 1 and 2 the 
two hedging magnitudes were labeled according to changes that occurred during 
the summer quarters. The reported hedging category (long or short) that 
changed less during this quarter is called matched hedging, even though in a 
rare summer quarter when one hedging category rises and the other declines 
neither change is matched by the other. The other magnitude, which we call 
unmatched hedging, is derived by subtracting matched hedging from the change 
in the hedging category that underwent the larger change. Chart 1 shows the 
relationship between matched hedging on all markets and changes in the open 
interest at Kansas City and Minneapolis combined. Chart 2 shows the relation- 
ship between unmatched hedging on all markets and changes in the open interest 
at Chicago. Clearly it is matched hedging that determines the level of business 
on the smaller markets, and unmatched hedging that determines the business 
level at Chicago. 

Two important general principles are manifest in these relationships. The 
first is that the open interest on futures markets depends upon hedging, this being 
a principle that is manifest in a unique way in this market complex. More com- 
monly the short hedging of a particular commodity predominates, with the result 
that total open interest rises and falls in correspondence with the amount of short 
hedging. This tends to be true also of the aggregate of wheat futures contracts 
and hedging, but when the aggregate is divided into its components, the de- 
pendence of open interest at particular markets upon hedging is seen to be some- 
what more complicated, but still very close. The second and less frequently 
observed principle which deserves great stress is that hedging depends upon 
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speculation. Despite its preference for the other two locations and contracts, 
most hedging goes to Chicago for the simple reason that there is a market where 
the price elasticity of demand for futures contracts is extremely high, which is 
to say that there is ample speculation to absorb the hedging. 


THE EXCEPTIONAL CASES 


Three unrepresentative observations were omitted from one or both of the 
charts. These observations, upon closer inspection, help to support the basic 
generalization. There follows a discussion of each of these, as well as of an 
unusual spring quarter situation. 


The 1955 Exception: Early Build-Up in Long Hedging 


The observation for 1955 was omitted from Chart I because the hedging up- 
surge was predominantly long and was heavily concentrated in the early part 
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of the quarter. In that year the two smaller markets registered only one-half of 
the increase in open interest that would be expected on the basis of the general 
relationship. 

In several respects the summer quarter of 1955 was unusual: the increase in 
reported long hedging was the largest on record; it was concentrated in the first 
two weeks of the quarter (in fact, this fortnightly increase was more than half 
again as large as the entire quarterly rise), and the increase in short hedging, 
while also heavily concentrated in the first two weeks of the quarter, was con- 
siderably below average. All of these idiosyncrasies were of a sort that would 
weigh against the smaller markets. The early concentration would overtax these 
markets, both because the earliness would put more of the burden on Kansas 
City, where the harvest rush of hedging precedes that at Minneapolis, and be- 
cause such a rapid build-up at any time would overstrain such hedging markets. 
The fact that the larger upsurge was in long hedging, which is not typical, would 
also argue against the smaller markets receiving their share, because a larger 
proportion of the speculation on these markets is long. The usual seasonal rush 
in marketings tends to create opportunities for long speculation because the short 
hedging exceeds the long hedging. A reversal of pattern does not meet such a 
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flexible response on the smaller markets. Finally, the upsurge in long hedging, 
by the same reasoning, might have been absorbed on the smaller markets in 1955 
had not the increase in short hedging fallen below that in long hedging. As it 
was, the pressure upon the smaller markets, especially Kansas City, was too great, ’ 
and this exception becomes a further proof of the rule. There was, indeed, 
marked evidence of preference for the Kansas City market, as the open interest 
there rose from 12.9 to 31.6 million bushels between June 15 and July 15, but 
the premium of Kansas City over Chicago, which had been gradually widening, 
widened by another 2¥, to 3 cents per bushel, forcing hedging over to Chicago. 


The 1958 Exception: Abnormal Initial Constellation 
Caused by Speculation 


The observation for 1958 was omitted from Chart 2 because the constellation 
of positions at the beginning of the quarter was highly unusual. In that ‘year, 
in the summer quarter of maximum surplus short hedging, Chicago registered 
less than two-thirds of the increase in open interest to be expected according to 
the rule. This surplus short hedging was of course not absorbed on the smaller 
markets, but failed to give rise to larger growth of open interest at Chicago by 
virtue of meeting trading there that represented a reduction in open interest. 
An increase in short hedging can meet an increase in some category of long 
positions, thereby giving rise to a larger open interest; or it can meet a decrease 
in short speculation, thereby occasioning no change in open interest. In general, 
some of each will occur, although the charts clearly demonstrate that in the 
summer quarter an increase in short (long) positions is normally met by an 
increase in long (short) positions, and hence open interest rises. If, however, 
as in 1958, the constellation of positions at the beginning of the quarter is un- 
usual, having been distorted by unusual changes in the preceding quarter, then 
much of the increase in surplus hedging may be offset by a decline in speculative 
positions on the same side, reducing the consequent rise in open interest. The 
fact is that long hedging was built up unseasonably early in 1958, gaining accom- 
modation from short speculation at Chicago. This unseasonal build-up in long 
hedging affords an excellent illustration of the opportunities occasionally given 
to hedgers by the mistaken ideas of speculators. A large amount of speculation, 
following the lead of one well-known trader, was short in May wheat. This so 
depressed its price as to give hedgers a good opportunity to buy it against forward 
commitments, which they did. Part of the resulting June 30 constellation of com- 
mitments made the following contrast with the usual (data in million bushels) : 

Non-reporting (small) traders: Reporting speculative: 





Date speculative and hedging combined _ long or short only 
Long Short Long Short 

SN re I His 04s Sinsaccscavs 40.8 51.1 3.1 13.1 
June 30, other years except 1944.... 46.1 30.8 10.0 2.6 


Thus, whereas the typical situation is to enter the summer quarter with both 
of these categories net long, in 1958 both were net short, the departure from 
normal being 43 million bushels toward the short side, representing that much 
Potential short covering available to meet a surge in short hedging. As was seen 
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here, much of the short hedging was met in this manner in 1958, in contrast to 
the usual manner. 


The 1944 Exception: Abnormal Initial Constellation 
Caused by Hedging 


A closely similar sequence of events took place in 1944, a year omitted from 
both charts and worth considering in even greater detail than the other omissions 
for the simple reason that more detailed information is available for 1944. This 
happens to fall within the—unfortunately too brief—span of years for which the 
Commodity Exchange Authority has published the commitments of reporting 
traders by markets, allowing even closer observation of intermarket relations. 

The June 30, 1944, constellation of positions was similar to that observed for 
1958, these two being the only topsy-turvy ones on record, in the sense that both 
the speculative and small trader positions had become predominantly short in 
accommodation of an early surge of long hedging. At the beginning of May 
there was already a sizable volume of spreading between the two smaller markets 
and Chicago, the reported position of the smaller markets being net short and 
Chicago’s net long, with hedging accounts already net long on all three markets. 
This intermarket spreading increased, the net long hedging at Chicago increased 
sharply, and the net long hedging at the smaller markets increased somewhat, 
until by June 30 the reported hedging and spreading accounts were as follows, 
in million bushels: 











Chicago Minneapolis Kansas City 
Reported hedging 
Long Short Long Short Long Short 
22.1 12.7 3.2 — 5.3 3.1 
Reported spreading 
Long Short Long Short Long Short 
6.6 29 0 2.2 S 2.0 


The corresponding speculative and small trader categories for all markets 
combined (comparable to the 1958 data presented earlier) showed the following 
situation, in million bushels: 


Non-reporting (small) traders: | Reporting speculative: 
speculative and hedging combined __long or short only 





Date Long Short Long Short 
Dr Dee ils dh vedas bak 40.8 51.1 3.1 13.1 
NS iE CRG KOS caida eee 23.6 35.3 8 3.6 
June 30, all other years............ 46.1 30.8 10.0 2.6 


What had happened to result in the topsy-turvy June 30 position was that 
flour buying had come early, and mills, partly in response to and partly antici- 
pating flour sales, had built up an all-time high long hedging position in futures. 
In 1958, as noted above, it was speculators in futures markets who were respon- 
sible for the early build-up in long hedging—whereas in 1944 it was speculation 
by bakers on flour prices that indirectly caused the same early build-up. Since 
no substantial amount of short hedging comes in advance of the harvest, spread- 
ing from the smaller markets to Chicago quickly increased. Soon thereafter all 
additional long hedging also had to be placed at Chicago, as neither the specu- 








lative nor the spreading trade at the smaller markets could absorb more than a 
minor fraction of this unseasonal hedging burden. 

The summer-quarter changes in reported hedging and open interest, which 
for 1944 provide a very poor fit to the relationships depicted in Charts 1 and 2, 
may now be shown and explained as a logical outgrowth of the seasonally ab- 
normal situation that preceded them. These quarterly changes were as follows, 








in million bushels: 
Reported hedging Open interest 
Kansas City 
and 
Long Short Minneapolis Chicago 
Decline Increase Increase Increase 
13.0 20.4 6.1 1.6 


According to Charts 1 and 2 the changes on the left are supposed to lead to a 
decline of 11 million bushels in open interest on the smaller markets and a rise 
of 16 million bushels at Chicago, instead of the observed changes. But this pre- 
supposes that the quarter begins with a normal constellation of open positions, 
instead of the highly unusual one that did occur. As shown in Table ], the specu- 


Tasre 1.—ComMMITMENTs OF TRADERS IN WHEAT Futures ON THREE Markets, 1944 








(Million bushels) 
Non-reporting 
(small) traders Spreading Speculative Hedging 
Date Long Short Long Short Long Short Long Short 
Chicago 
June 30...18.3 29.2 6.6 2.9 # 3a 22.1 12.7 
Sep. 30... 28.7 17.6 3.8 4.0 7.2 2.5 9.7 25.4 
Kansas City 
June 30... 3.2 Lf - sia 0 a 5.3 3.3 
Sep. 30... 5.7 a.3 Pe Pe a 1.9 6.5 8.1 
Minneapolis 
June 30... 1.4 1.7 0 2.2 0 4 3.2 a 
Sep. 30... 5.1 3.2 4 ol 0 .4 1.7 3.5 





lative and small trader positions at Chicago had gone to an unaccustomed net 
short position in response to the exceptional net long hedging pressure by June 
30; then as the hedging pressure was reversed, so also were speculative and small 
trader positions at Chicago reversed by September 30. The net result was vir- 
tually no change in total open interest at Chicago, but an extreme change in its 
composition. On the smaller markets the normal seasonal rise in short hedging 
was met by the normal small amount of long hedging. In addition, some buying 
came from the covering of short positions by spreaders. 


The 1940 Spring Quarter 


__ Three instances of response to unusual long hedging needs have been con- 
sidered. No strikingly unusual short hedging needs arose during the summer- 
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quarter season to which Charts 1 and 2 apply; but it seems appropriate to single 
out one such case that arose during a spring quarter, in order to illustrate the 
amazing “two-way stretch” of this system. At the beginning of April 1940 the 
Kansas City and Minneapolis markets were already spread heavily to Chicago 
in reflection of the large (for these markets) net short hedging position which 
had been built up on them. Their combined net short hedging position (large- 
scale) of 17.7 million bushels was partially offset in a net long spreading position 
(to Chicago) of 6.3 million bushels. Chicago’s net short hedging position was 
already three times that at the other two markets combined, yet Chicago was 
carrying a third of their net hedging and the major surge in short hedging was 
yet to come. By the end of April the net short hedging position at Chicago had 
increased by another 31.6 million bushels, while at Kansas City and Minneapolis 
the increase was only 2.3 million bushels, less than 2 million bushels of which 
was offset directly on these markets as spreading to Chicago increased still further. 
The resultant April 30 reported hedging position at Chicago, 86.2 million bushels 
short and .7 million bushels long, taken with the instances of long hedge ab- 
sorption cited earlier, illustrates the remarkable capacity of this market to absorb 
hedging on either side in any season. 


CONCLUSIONS 


Each of the exceptional cases illustrates in one way or another the flexibility 
which is the contribution of speculation. The Chicago market, having more 
speculation, absorbs the surprises, whether they be unseasonal changes, reversals 
between short and long hedging, or unusually rapid changes. The usual response 
of speculation to hedging needs, of the sort that dictates the general allocation of 
business levels among the three wheat markets, while it tends to be taken very 
much for granted, is a truly remarkable phenomenon. Through what is itself 
a feat of coordination, the three markets function as one in the coordination of a 
broad sector of economic activity. But even more impressive than the usual is 
the response of speculation to unusual hedging needs. The exceptional cases are 
not really exceptional in principle; they manifest the same underlying principle 
as does the general relationship. 

The two smaller markets undoubtedly owe their survival to Chicago. They 
have survived the recurrent stresses and strains to which they have been subject 
because the Chicago market served as a backstop, accommodating the surges of 
hedging that overtaxed their capabilities. A market that does not serve when 
hedgers need it most, when unusual and uncertain developments give rise to an 
unaccustomed and unexpected surge of orders, will likely fall into disuse as a 
fair-weather friend. Yet, in the sense that Kansas City and Minneapolis are the 
preferred hedging markets, their capacities are so regularly overtaxed that their 
dependence upon Chicago may be lost sight of. 

The implications of the relationship for the future apportionment of business 
among these markets is interesting. The level as distinct from the apportionment 


3 For evidence of the usual response of speculation to hedging needs on other markets see J. 
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of their business depends primarily upon the extent to which wheat inventories 
need to be carried by private entrepreneurs. The government loan program, 
having reduced this need and thereby the need for hedging, has reduced the level 
of business on all three markets; if inventory carrying were returned to the, 
private trade it would occasion a great resurgence in the level of business on all 
three markets. But the apportionment of that business would continue to depend 
upon the special attributes of the markets. Minneapolis and Kansas City would 
continue to get the first of the hedging so long as their contract specifications 
continued to offer advantages to hedgers. Therefore, it is particularly incumbent 
upon these markets to revise and refine these specifications, as hedging needs 
change, in order to maintain the advantage. Chicago, on the other hand, must 
retain as broad a contract as hedgers will continue to use, thereby appealing to 
the diversity of hedging needs that overflow the other markets and arise also out 
of soft wheat merchandising. Chicago, moreover, must retain its larger specu- 
lative contingent, without which its broader contract specifications would be 
useless because the hard wheat trade would have virtually no incentive to trade 
at Chicago and the soft wheat trade would have no more, and at times less, in- 
centive than at present. 

For Chicago to try to take business away from Kansas City and Minneapolis 
on their terms would tend to be self-defeating, because contract refinements that 
would appeal to one group of hedgers would repel another group. But for the 
smaller markets to attempt to compete with Chicago on her terms would be utter 
folly; broadening their contracts would only diminish the advantage they have 
over Chicago without any diminution in Chicago’s advantage over them.‘ The 
relationships depicted here suggest a delicately balanced network of markets, 
each offering different advantages to hedgers, who elect to use one or the other 
according to their current appraisal of relative advantage. Of course, if the two 
smaller markets could attract more speculation, they could gain at Chicago's 
expense, this being the contingency that underlies the entire relationship. The 
predominant position of Chicago in this network is testimony to the importance 
of speculation; yet all three markets owe their existence to hedging. 

Very large changes in either direction in the level of wheat hedging are likely 
to be accompanied by a reduction in the share of the business going to the smaller 
markets. A very large decline in wheat hedging would so reduce liquidity as 
to make the costs of doing business on the smaller markets prohibitive, whereas 
speculation at Chicago could readily absorb the little hedging remaining to be 
done. A very large increase in hedging would almost certainly be predominantly 
short, leading to a larger proportion of unmatched hedging, which according to 
the general rule tends to go to Chicago. 

The general relationship among these three markets may well be unique, but 
the two major principles which it illustrates are quite general. The first of these 


On one occasion there was much mistaken sentiment at Kansas City in favor of broadening the 
contract. Sce 2 for an account of the circumstances. 
~ 5 Reference here is to changes from present levels. From the earlier, higher levels, Chicago would 
br been expected to bear the brunt of the major decline in short hedging, as it did. Chicago’s sub- 
quent gains relative to the other markets will be examined in later studies. 
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is that futures markets arise only out of hedging needs and exist to serve those 
needs; the second is that those needs are best served where there is much specu- 


lation. 
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E. Loutst PEFFER 


STATE INTERVENTION IN THE 
ARGENTINE MEAT PACKING INDUSTRY, 
OCTOBER 1, 1946—DECEMBER 31, 1958* 


In June 1946 when Juan D. Perén became President of Argen- 
tina, the meat packing companies’ engaged in the export trade were rated among 
the most efficient and prosperous branches of Argentine industry.’ Perdén’s inter- 
vention in the export trade in August 1946 reduced them to mere “slaughtering 
and shipping agents” (1a, p. 5) of the Argentine Trade Promotion Institute 
(IAPI), the government agency assigned the function of producing the revenues 
needed to support Perdn’s domestic program of industrialization and social re- 
forms. Beginning with October 1, 1946, the companies began to experience 
operating deficits, and continued to do so for the next twelve years—deficits 
which necessitated government subventions to keep the plants in operation; 
subventions which became increasingly unpopular politically as they became 
increasingly burdensome to the government financially. This is the account of 
the financial vicissitudes of the meat packing industry—and of the Argentine 
government—in consequence of the meat policy initiated by Perdn. 


* This paper has been read in part by Dr. Juan Llam2zares, Minister of Commerce in the Provi- 
sional Government of Argentina, November 1955-1956; Dz. Antonio R. Vidal Serin of the Bank of 
the Argentine Nation, and Mr. Calvin F. Reed, of International Packers, Inc., in addition to my 
colleagues Merrill K. Bennett, Roger W. Gray, Richard J. Hammond, and William O. Jones. I am 
also indebted to Dr. Llamazares, Mr. Reed, Ing. Agr. Edu2rco A. Descalzo of the American Embassy 
in Buenos Aires, Miss Isabelle Entrikin, Assistant U.S. Cu‘rural Attaché in Argentina, Dr. Lorenzo 
Dagnino Pastore and Miss Pearl Olmi of the Institute of Production of the Faculty of Economic 
Sciences of the National University of Buenos Aires, Dz. Arnaldo Musich, and Dr. Jorge Tristan 
Bosch of the Argentine Fulbright Commission and his stz= for helping me collect information for 
this article while I was in Argentina. 

1 For convenience, the term “meat packing compar! 
empresas frigorificas, which in its broad Argentine conn 
cold storage chambers. There are plants in Argentina which do have such facilities, vet do not come 
within the meaning of the term. Originally it applied c=! to the large foreign-owned companies 
engaged chiefly in the export trade. Later, after adoption of a system of minimum guaranteed prices 

Or export steers in 1941 (2, p. 152), regional processors specializing in canned meats and meat 
extracts, who were made subject to payment of the officiz! prices in 1942, were also included in the 
broad general listing (although their production is segrez in official statistics). Still later, certain 
companies located in the vicinity of the Federal Capita!, Ezecos Aires, were required to pay official 
steer prices, and they now are comprehended in the meaning of the term for statistical purposes. 
. _ ? According to the industrial census of 1946, carried cut March 26-27, 1947, the meat packing 
industry ranked second only to manufacturers of yarns ard textiles in the number of employees 
reported on the day the return was made (3, pp. 30-45). Is was second to the same branch of the 
textile industry in total payroll and value of total production for the year 1946, and topped all other 
industries by 66.5 per cent in the value of domestic primary products used. 











* is used to translate the Spanish term, 
i392 means more than establishments with 
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STATE INTERVENTION PRIOR TO PERON 


Intervention in the Argentine meat trade did not begin with Perén. Effective 
intervention was first introduced in 1933 with the passage of Law No. 11,747, 
the National Meat Law, which was basically regulatory in intent. It was adopted 
to protect cattle producers from possible unfair fixing of cattle prices by the 
foreign owned companies which at that time had a complete monopoly of 
Argentine meat exports. Treaty commitments to the United Kingdom during 
the 1930's further involved the government in matters bearing on the meat export 
trade with that country and paved the way for the series of meat agreements 
which governed the meat trade between the two countries from the outbreak 
of World War II through the first half of 1954. The third stage of intervention 
was introduced in January 1941, when the Argentine government established 
minimum prices for export-type steers, which prices only the packing companies 
engaged in the export trade were obliged to pay. 

Despite the broad powers over the cattle and meat trade which these develop- 
ments reposed in the Argentine government, it had restricted itself largely to 
safeguarding Argentine cattle interests and refereeing and negotiating the meat 
trade with the United Kingdom. Yet the system that had evolved in connection 
with the performance of the several functions described lent itself to Perén’s 
purposes when he decided to interject the government actively into the foreign 
trade field. 

The Meat Law of 1933 created two new entities, the National Meat Board 
and the Corporation of Argentine Meat Producers, a government sponsored 
co-operative, both of which were to be financed by a tax on each head of livestock 
sold in the country. ; 

The tax was deducted by the buyers from the prices paid to producers or 
commission men, and Meat Board inspectors were posted in cattle markets and 
packing houses to maintain a record of all sales and all taxes collected. Addi- 
tional staff and more records were added with the introduction of official steer 
prices because in each case the applicable price, expressed on a dressed weight 
basis, was determined in accordance with a system of carcass grading at the 
slaughter floor. Prewar treaties with Great Britain limited the amount of Argen- 
tine meat that would be admitted to that country in any year, and the Meat 
Board assigned quotas to exporters and cleared all shipments accordingly; this 
it continued to do when the two governments took over control of the trade. 
Under the meat agreements, payment was made directly to the Argentine gov- 
ernment, which in turn reimbursed the packers. (The meat agreements will be 
referred to hereafter as “contracts” to distinguish them from the more general 
trade agreements into which they were incorporated in the postwar period.) 

For the term of a given contract the Argentine government received either 
a stipulated amount of sterling (or credit for it in a blocked account in the Bank 
of England) for stipulated amounts and kinds of meat, or stipulated unit prices 
for each kind and form of meat delivered. F.o.b. prices for meat shipped under 
each contract were fixed by the government on the basis of the expectations 
under the contract. Since the United Kingdom on its own account, and, from 
1942 on, in behalf of the United Nations, was almost the only market for the 
more expensive meats and by far the largest buyer of all types of Argentine 
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meat, these prices set an upper limit to what the packers could expect to earn. 
In the case of steers, which made up the largest part of the beef shipments, the 
official prices were the lower limit, so that the spread between these two fixed 
limits had to cover all other costs, overhead, reserves, and profits. (The same 
was true of Patagonian sheep, but since they do not figure prominently in the 
subsidy story, they are ignored in this account.) Intent upon passing on to the 
cattle producers as much as possible of the meat prices established by the British 
contracts, the Meat Board, when formulating official prices, limited the packers 
to “reasonable profits” but in exchange relieved them of the risks attendant upon 
free trade. 


INTERVENTION IN THE MEAT TRADE UNDER PERON 


Only the last listed item did not appear to fit into Perdn’s scheme of things. 
Perén’s program was to be financed by siphoning off a part of the profits earned 
by exports of Argentina’s main agricultural and livestock products, but it was 
not until seven months after IAPI’s trade monopoly was instituted that the meat 
packing industry learned that, in so far as it at least was concerned, the govern- 
ment meant all profits. 

A new four-year meat contract with the United Kingdom was concluded on 
September 17, 1946, shortly after IAPI’s export monopoly had been instituted. 
Miguel Miranda, Perén’s economic minister and effective head of IAPI, had 
taken over from the National Meat Board the negotiation of contract terms. 
The Argentine Central Bank, of which he was also effective head, drew up a 
new schedule of steer prices—announced in late November without consultation 
with the Meat Board—which ranged from 22.9 to 36.0 per cent (average, 28.8 
per cent) higher than those in the previous schedule (August 22, 1945-Septem- 
ber 30, 1946), derived from the 6th British contract. The haste with which the 
list was published led to misgivings, partly as a result of the fact that, although 
the new meat contract was to rule from October 1, 1946, the only definite state- 
ment on prices in the published terms was that the British would pay at least 
45 per cent more than had been paid in the first meat contract (around 7 per cent 
above 6th contract prices), and that definitive prices, when agreed upon, would 
remain in force until September 30, 1948. In addition, the British made a single 
cash contribution of £5 million sterling to IAPI. Therefore, when the govern- 
ment announced the new steer schedule in November, the question was: Would 
the definitive prices be enough higher, with the addition of the £5 million, to 
enable the government to make any profit on 7th contract sales? The rate of 
exchange stipulated in an agreement supplementary to the formal document— 
13.52 pesos to £1 sterling—made the possibility appear unlikely. 

Regardless of the answer to that question, the 6th contract did not promise 
the kind of profits the government had counted on making from its export 
monopoly. The supplementary agreement provided that £2 million of the £5 
million contribution that the British were to pay over and above the definitive 
Prices would be used in each of the two years to offset higher production costs. 
It was estimated that this amount would add 4 per cent to contract list prices as 
ultimately worked out. That would leave at most £1 million of the £5 million 
contribution, or 13.52 million pesos if converted at the rate of exchange agreed 
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on, to take care of LAPI's profits on the British meat trade for a two-year period. 
In the light of IAPI's expectations,® this was a mere pittance. Furthermore, there 
Was no certainty that IAPI could count on all of the 13.52 million pesos as profit. 
Miranda thereupon set out to obtain better terms, and not until he got an addi- 
tional cash payment of £2 million* were the new steer prices put into effect. 

In justifying the additional £2 million contribution before the House of 
Commons, Dr. Edith Summerskill, Parliamentary Secretary of the British Min- 
istry of Food, said that it was necessary to cover increased costs of production 
in Argentina (35, pp. 879-S2). Yet when the Argentine Central Bank ordered 
the meat packing companies to begin paying the new steer prices in March 1947, 
with retroactive effect to October 1, 1946, it took no account of the extra £2 
million in calculating the amounts the packers were to receive. The exporting 
companies were authorized to invoice IAPI for shipments of top grade beef at 
6th contract prices plus 11!5 per cent (62). This was equivalent to the 7% per 
cent general increase in the new contract list prices, not agreed upon definitively 
until May 19, 1947, plus 4 per cent, the estimate made in the supplementary 


agreement of September 1946.“ 


THE MEAT PACKERS’ OPERATING DEFICITS 


The new invoice prices did not cover packers’ costs. This was particularly 
true in the case of steers, which made up the bulk of the industry’s livestock 
purchases. Actually, the new invoice allowances were not as harsh as the dif- 
ferences between them and the much larger increases in official steer prices might 
lead one to expect; nevertheless they were not cheering. This may be judged 
from the following tabulation (for purposes of comparison with relevant steer 
schedules, but in the absence of authenticated invoice schedules, contract prices 
for refrigerated carcass beef, bone-in basis, are assumed to have been the invoice 
prices for the 6th contract, and contract prices plus 4 per cent for the 7th; prices 
are averages® for all grades, in pesos per kg, dressed weight (4d, p. 19; 7a): 


Invoice as 

F.o.b. per cent of 

Contract invoice prices Steer prices steer prices 
I asin, 3.0650 Nseurn vidous .660 .596 110.7 
TESCO. CE ne ee eae .748 .766 97.7 
Sucvease (per onmt)..........0.05. 11.3° 28.5 as 


@ The 7th contract price pl us + per cent; in practice, as the percentage indicates, all contract 
prices did not turn out to be 7): per cent higher than those of the 6th, although the entire contract 


list averages out at 74 per cent. 
If API assumed responsibility for export taxes and duties (its financial re- 


3 An administration spokesman had announced in October 1946 that earnings from export mo- 
nopoly were expected to reach 2. C90 million pesos by the end of 1947; later that year Miranda 
repeated the sar ne estimate and repo irted es a & ofit of 780 million pesos had been made on one 
transaction in oilsceds (4a, pp. 5-6; 42, pp. 6, 18). 

#In exchange for a guarantee to sell 83 per cent of Argentina’s exportable meat surplus for the 
full term of the agreement, During the contract negotiations, the United Kingdom had asked for 
all of the exportable surplus, but at that time Argentina had refused to concede more than 83 per 
cent in the first year of the contract and 78 per cent in the second. 

44 The additional 4 per cent was not allowed for tenderloins, offals, second-class corned beef, 
and Patagonian mutton, for which the packers received only the prices set forth in the May 1947 list. 

5 These are averages of unit prices for both contracts and both lists. As it turned out, around 
$5 per cent of the steer meat shipments under the contract were from chiller grades, the three top 
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rts show substantial amounts paid on commercial transactions) and made 
liberal allowances for by-products included in its trade monopoly, it may have 
taken for granted that the companies would break even on the contract trade.® 
That might have been the case had the IAPI steer schedule not been worked out 
in haste and without regard to changes in the cost structure of the industry since 
the previous steer schedule was adopted in November 1945. All costs related to 
the procurement and transformation of cattle into beef ready for shipment had 
risen since then, and this the National Meat Board would have taken into account 
when formulating 7th contract steer prices, had not IAPI deprived it of that 
function. 

Even before the new steer schedule was first announced in November 1946, 
there had been massive wage increases as the result of two general strikes in the 
meat packing industry during that year (4e, p. 11; 44, p. 12). In addition, a bonus 
of one month’s wages for every twelve months worked had been introduced. 
A guarantee of security of employment, which made lack of work the only basis 
for dismissal of employees, was one of the conditions of settlement of the second 
strike.” The result of these factors was that payrolls increased by 34.7 per cent 
during 1946 (with the working force only 0.9 per cent higher), while salaries 
per worker averaged 33.5 per cent above those of 1945. Since the second strike 
was not ended until November 10, 1946, the companies did not feel the full impact 
of the two strike settlements until the next year. Salaries per worker in 1947 were 
56.1 per cent higher than in 1946, but to understand the full effect of the 1946 
wage agreements the comparison must be with 1945; on that basis the increase 
was 109.2 per cent (8, pp. 599, 610). 

No longer could earnings on the sale of by-products be counted on to offset 
processing costs. Nevertheless, the biggest losses were incurred in the purchases 
of livestock, always the major item in the cost structure of the meat packing com- 
panies of Argentina. 

Although Perén and Miranda were resolved to stabilize cattle prices, practi- 
cally everything they did inflated them. Wage increases and Christmas bonuses 





qualities on the official lists, and the invoice price for chilled beef was 99 per cent of the average 
for these qualities: 
Chiller grades, official steer schedule, October 1, 1946—January 31, 1948 
(pesos per kg, dressed weight): 


Bo SER Re rr eee See 8366 
SURE T a 2 do ca Nae celeste ste cacs dew seeceeeseees .7893 
%, eo re er ee Pere re 7715 
SE Gc cack hee SsdeUab abbas 65505 66.060 0b 0060s scbaieaeecenseeene’ .7991 
Chilled beef, 7th British contract price plus 4 per cent 
RGCSOS Pt Re UTCHSOR WEREHEN? snk oc oo cnc ccecesecsec ici edesecscccsecccases 7911 


® There was speculation at the time, encouraged by frequent expressions by Perén and Miranda 
of animosity toward the foreign-owned firms, as to whether the government's policy toward them 
did not foreshadow nationalization of the meat packing industry. However much they might have 
wanted to do so, Miranda had disclaimed any intention that IAPI would “supplant the regular 
exporter, whose connections abroad are, and always will be, of paramount importance .. .” (4g, 
pp. 6-7). _ The quoted passage suggests an explanation of why no allowance was made in the new 
invoice prices for at least a token fee for the services performed by the packers as agents of IAPI. 
Since the export outlets which each of the companies maintained in Great Britain belonged to the 
same parent organization (though possessing different corporate entities), it might well have been 
decided by TAPI that one profit on each carcass of meat was all the chain was entitled to. 
__” This guarantee was to influence costs more than the wording of the clause implies because the 
unions and the companies disagreed as to what constituted “lack of work,” and the union’s interpre- 
tation usually prevailed. 
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were not restricted to packing house workers, but were country-wide in appli- 
cation. Meat was subsidized in Buenos Aires proper, the Federal Capital, and 
in Rosario, Argentina’s second largest city. Dissatisfaction on the part of agri- 
cultural producers with the prices which IAPI set for their products, combined 
with higher wages to employees, caused farmers to divert crop land to cattle 
production, thereby releasing workers who moved to the cities, expanding the 
urban labor force. All of these stimulated domestic consumption, which rose 
from 94.5 kgs per capita in 1945 to 101.2 kgs in 1947; consumption of beef rose 
from 70.3 to 86.6 kgs per capita, while that of mutton and pork declined in the 
same period because of a drop in production (7a). 

Cattle prices rose even though sales for slaughter in the country as a whole 
were 21 per cent higher in 1947 than in 1946, and the aggregate of those in the 
Liniers Market of Buenos Aires (the most important livestock market in the 
country), the municipal market of Rosario, and directly to export packers® in- 
creased by 26 per cent. Liniers, Rosario, and direct sales to packers in 1947 ac- 
counted for 73 per cent of total cattle sales for consumption and exportation, with 
the exception of live cattle exports, normally a relatively small proportion of the 
total.° Prices advanced again in 1948; Liniers Market averages in pesos per kilo- 
gram live weight and index numbers were: 








All cattle Steers 
Pesos Index Pesos Index 
LD Se eee 385 100 .410 100 
ey eee .478 124 .497 121 
SOERS So ces eee 7 137 .527 129 


The live weight equivalent of the official price of the top grade of steers in 
the 7th contract schedule was 527 pesos (18, p. 6), which corresponds with Liniers 
averages for all cattle and steers in 1948. An equivalent set of figures for direct 
shipments at official prices to the central packers (which include all but three 
regional plants whose exports were chiefly of canned meat or extracts) is sig- 
nificant, the more so because weighted averages of prices for direct sales always 
reflected a greater preponderance of the heavier, higher-priced top grades than 


the market averages (pesos per kilogram and indexes) : 








All cattle Steers 
Pesos Index Pesos Index 
SRO K 52 scat eus .398 100 .430 100 
[Ores ere .463 116 .502 117 
See oe -490 123 517 120 


By long-established custom, the export packers were accustomed to procure 
around 70 per cent of the cattle needed in their operations directly from the pro- 
ducers, the remainder in the Liniers or Rosario markets, preponderantly in the 
former. As applied to direct steer sales, the official prices were fixed; it was only 


in auctions that they were minima. 
The 7th meat contract did not run its full course; the 8th was part of the 


8 Direct sales from producer to packer have always been a characteristic of the Argentine cattle 
trade. Formerly the companies procured the greater part of their livestock in this manner, but more 


particularly steers. Pade : 
® Unless otherwise indicated, the figures in this section are taken from or based on 7a and 76. 
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Andes Agreement of February 12, 1948. It made no change in the list prices of 


the 7th contract, but the United Kingdom contributed £10 million “towards 
increased Argentine costs of production” of the agricultural and meat products 


covered (9, p. 2). The share assigned to meat was figured at 92,752,000 pesos.’ 


Unlike the 7th, the 8th contract specified the amounts to be shipped: 400,000 
long tons of refrigerated meat and offals and 20,000 of canned meats to be de- 
livered between February 17, 1948 and March 31, 1949. 

According to the National Meat Board, the 92,752,000 pesos would have made 
possible a 27 per cent increase in official steer prices. This was not forthcoming. 
No share of that amount was used to reduce the losses at which the meat com- 
panies were operating. IAPI continued to pay them 7th contract prices plus 
4 per cent. 

In the meantime packing house costs continued to soar. Workers’ benefits, 
including pension and welfare funds and health insurance, contributed. Taxes 
were raised. All materials used in processing went up in price—fuel and pack- 
aging in particular. Government encouragement of steer exports to Uruguay 
and Chile reduced direct sales and helped push up market prices. Even in these 
circumstances, unit costs were higher than they would otherwise have been 
because the plants were not operating at full capacity. Domestic outlets for meat 
were circumscribed. Packers in the neighborhood of Buenos Aires usually sold 
a part of their output in the city, but IAPI restricted their participation in that 
trade to a quota, while the concessionaires of the Municipal Packing House were 
given the lion’s share of the trade. The latter were not at that time required to 
pay official steer prices and were reimbursed fairly promptly for their expendi- 
tures; appzreatly IAPI put no upper limit to what they could pay. The central 
packing houses not only had to wait for payments, but were required to main- 
tain a larger working force than the volume of business justified. Building up 
exports to countries other than the United Kingdom to help offset losses on 
contract and domestic sales was discouraged by IAPI policy. IAPI was as eager 
as the peckers to expand and diversify foreign outlets for Argentine meat, for 
two reasons that turned out to be incompatible. Expansion of foreign markets 
for Argentine meat had been a goal since the beginning of the trade, and became 
the more attractive because the contract system of conducting trade with the 
United Kinzdom had not been as profitable for IAPI as had been expected. 
It hoped to add to its meat trade profits by gains on sales elsewhere, and there- 
fore mzde such sales subject to prior approval of prices to be received and to 
payment by the exporting company of a commission to IAPI on each sale ap- 
proved; for canned meat the commission amounted to 30 per cent of total receipts, 
and for beef cuts to 20 per cent. Often the prices stipulated by IAPI were too 
high to jusify attempting sales (65). 

When IAPI did not increase steer prices after conclusion of the 8th meat 
contract in 19+8, direct sales began to slip as producers sought out more prom- 
ising markezs elsewhere in the country, obliging the companies to compete with 
buyers for the domestic market if they were to obtain enough animals to fill their 
export quotas. This became more costly as the weeks progressed. 

While the official prices were minima for market purchases, they were all 
the government obligated itself to pay. In practice, the government itself never 
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reimbursed the packers at more than the official rates from receipts from British 
contract sales. When the companies bid above the guaranteed official prices for 
auction purchases, they were reimbursed for the excess from a Compensation 
Fund, established in October 1941 shortly after inauguration of the system of 
official prices. The Compensation Fund was made up of proceeds of a levy of 
four-tenths of a centavo per kilo of meat produced from steers sold under the 
official classification and grading system.’® Because of the demand upon it when 
more and more packers started sending their steers to auction sales, rather than 
directly to the packing houses, the Compensation Fund soon proved to be quite 
inadequate, and the government made no attempt to make up the differences 
when market prices rose above official levels. 


BEGINNING OF THE “SUBSIDIES” 


By the beginning of 1948 the foreign-owned packing companies were defi- 
nitely pinched. Representations made by them directly and in their behalf by 
the powerful Argentine Rural Society, the Meat Board, and the governments of 
the United States and the United Kingdom, whose nationals owned and con- 
trolled the four largest companies, had brought no alteration in IAPI’s system 
of conducting the meat trade. The day before the 8th contract was signed the 
companies unanimously refused to commit themselves to make any shipments 
until prices were known. In this, they had the full support of the Meat Board. 
As in the negotiation of the 7th contract, neither Meat Board nor packers had 
been consulted. The Central Bank ignored them although the companies threat- 
ened to close their plants (11, p. 18); nevertheless they maintained fairly regular 
shipments for the first half of the year, despite the increasing difficulty in obtain- 
ing cattle. 

Finally, early in July, the companies notified IAPI that they would make no 
further attempts to fill the quotas assigned to them in connection with the British 
contract, but would buy only as many animals as they had cash on hand to pay 
for. When they suited actions to words, [API was induced to increase the invoice 
schedules (2, p. 159).** Also, on August 10, 1948, IAPI authorized the companies 
to present statements of the deficits incurred between October 1, 1946 and May 
31, 1948 (later extended to cover the remainder of the year [10]) in the process- 
ing and marketing of steers subject to payment of guaranteed prices, and agreed 
to pay 85 per cent of the amounts requested, the remainder to be adjusted after 
an audit of the companies’ books by the Meat Board. The process took longer 
than was anticipated, and the financial relief promised was not received by the 
end of the year. IAPI’s refusal to consider current adjustments or retroactive 
payment for deficits incurred with respect to other kinds and types of animals 
and meat added to the burden. Losses by the companies during 1948 were “ex- 
traordinary,” and their financial condition was “totally deficit by the end of the 
year” according to the present Meat Board (7c). 

In January 1949 the packers again petitioned IAPI for relief, with no imme- 
diate response. Miranda resigned on February 2, 1949, and his successors gave 


10 Information supplied by Dr. Antonio R. Vidal Serin of the Argentine Bank of the Nation (10). 
11 The President of Swift International is reported as having said, at the annual meeting of 
January 1950, that partial reimbursement of the financial deficits of his company was begun in January 


1948 (4c, p. 9). 
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their attention to formulating a system of recompense for the meat industry that ° 
would be sufficiently liberal and flexible to enable them to conduct their affairs 
in the future without financial deficits. In the meantime they tried to handle 
increases in packers’ costs as they occurred. 

On March 15 an advance was authorized to cover a new round of wage in- 
creases. On April 19 the exporting companies were notified that they could 
submit invoices on shipments of all meat to the United Kingdom at levels 6244 
per cent above those established by the 7th contract. A new trade and payments 
agreement pact was being worked out with the United Kingdom, and the meat 
contract (the 8th, and the 3d in sequence negotiated by IAPI) appears to have 
been concluded by that time, because the April increase corresponds with the 
price advances set forth in the formal treaty of July 29, 1949. Allowance of 
the higher invoice schedules signified, perhaps more than any other development 
during 1949, the intention of IAPI to put its financial dealings with the companies 
on a current basis. 

On June 2, the Minister of the Economy authorized advances to apply to 
deficits for the period January 1-April 30, 1949 and until such later date as a 
satisfactory system of recompense was put into effect. (All of such advances were 
to be in accordance with the formula adopted in August 1948: 85 per cent of total 
invoice at time of presentation, with the remaining 15 per cent subject to audit.) 
However, devaluation of the pound sterling on September 19, and the subsequent 
revision of the basic Argentine exchange rate from 13.53 pesos per £1 to 9.40 
for basic exports (44, p. 17), upset the equilibrium established by the earlier con- 
cessions, because the United Kingdom refused to raise 9th contract prices to their 
post-devaluation equivalent, and IAPI therefore converted receipts from sales 
to the United Kingdom at the new, less favorable exchange rate. 

In January 1950 the economic authorities arrived at a method of handling 
current obligations for meat shipped, which in their opinion would obviate the 
necessity for the government to take care of future operating deficits incurred 
by the companies; the order of the previous June was therefore rescinded. The 
solution was not satisfactory to the companies. Furthermore, IAPI had not as 
yet acted on the packers’ deficits since 1946 from processing livestock not subject 
to price limitations but with set invoice schedules for the meat produced and 
exported. Nor had the packers received the advance, authorized in August 1948, 
of 85 per cent on deficits incurred since 1946. The latter was received shortly 
thereafter, however, and in September 1950 retroactive reimbursement for the 
other types and grades was conceded. At the same time the Meat Board was 
made responsible for liquidating the past-due accounts. 

With the latter date, the government absolved itself of all responsibility for 
the operating deficits of the companies. Its action was prémature. Subsidization 
of meat consumption in the Federal Capital was withdrawn in July 1949, but 
the advances in prices aroused so much protest that for political reasons it was 
reinstated in November, but was based on the higher level of current prices. 
There were modifications in the system, however. After the July cancellation, 
the concessionaires of the municipal plant lost their preferential quota for supply- 
ing meat for the Capital, and this was not renewed when the subsidy was 
resumed. At that time the suburbs incorporated into Greater Buenos Aires were 
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brought within the subsidy scheme, with authorized distributors at all levels 
required to observe the price limits set by the Meat Board—the so-called “political 
prices.” 

Between 1946 and 1949, IAPI had paid subsidies to the concessionaires of the 
Municipal Packing Company amounting to 98.8 million pesos (12a, p. 63), and 
in July 1950 an additional 131.1 million pesos was allowed (7c). After 1949, IAPI 
did not report domestic consumption subsidies separately as formerly; they were 
concealed as subsidies to meat packing companies in general in the annual profit 
and loss statements. 

The government was no more successful in relieving itself of responsibility 
for other advances in costs of the meat packing industry in consequence of gov- 
ernment intervention in the trade. In July 1950 the government broke off nego- 
tiations with the United Kingdom on the meat contract for the next year, and 
at the same time ordered a suspension of all shipments of beef to the United 
Kingdom. It immediately authorized advances to take account of any financial 
hardships experienced by the packers in consequence of this action. The sus- 
pension was not lifted until the following April. On November 15, 1950 the 
companies were ordered to increase wages, retroactive to May 1. IAPI attempted 
to make it possible for them to handle the new wage scales by paying them higher 
prices for hides and animal fats than were justified by world prices, but this 
recourse proved to be inadequate, and in July 1951 the government authorized 
payment of the operating losses resulting from higher payroll costs for the period 
September 1, 1950 through June 1951. Beginning with July, a revised invoice 
schedule went into effect, based on a new meat contract concluded on April 23, 
and the higher wage rates were used in computing the payments which the 
packers would receive. 

As in most prior cases, the decree authorizing payments of the deficit came 
some time after the deficit was incurred, and authorization did not necessarily 
mean immediate recompense. In this instance, the norms by which repayment 
was to be figured were not set out until early in 1952.? In contrast, the deficits 
of the National Packing Company (formerly the Packing House of Buenos 
Aires) were recognized and paid in full in July 1951 for the period August 11, 
1950-June 30, 1951 (7c). 

Despite the suspension of meat shipments to the United Kingdom between 
July 21, 1950 and April 23, 1951, prices of meat animals were well sustained by 
domestic demand and orders from the United States to supply the U.N. forces 
in Korea. No sooner was trade resumed than export and domestic buyers found 
themselves competing for a supply of steers which was not equal to the occasion. 
The main cattle zones of the country had just come through a severe drought, 

which had caused excessive sales of breeding stock and loss of many young 


12 The procedure was involved: the companies were to be accorded payment for the period 
January 1-June 30, 1951 of the amounts in excess of the guaranteed price; the difference between the 
higher prices allowed for hides and animal fats and the expenses involved by the higher wage scales 
from September 1, 1950, and June 30, 1951; differences between the values of stocks on hand at 
June 30, 1951, and those established for 1950; repayment of the greater value allowed for sale of 
meats in the internal market, January-June 1951, as compared with the wholesale prices in Greater 
Buenos Aires in August 1950; recognition of indirect costs which the companies were unable to 
absorb on account of the diminished slaughter during the suspension of shipments to the United 


Kingdom (7c). 
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animals in 1949 and 1950. The resulting short supply of mature cattle was not 
fully comprehended by the government until resumption of the British trade 
boosted the demand for steers. By July 1951 the situation in the Liniers Market 
had become so critical that export quotas were sharply reduced, and in August 
all exports were temporarily suspended. The government immediately ordered 
that monthly payments be made to the companies during July-October to cover 
that part of the fixed costs of processing and merchandising which could not be 
absorbed by local sales; later decrees carried the payments through January 1952. 

While the export ban had been lifted by mid-October 1951, unsatisfactory 
offerings of slaughter animals, coupled with the fierce local demand, postponed 
effective recovery of exports. In February 1952, widely publicized meatless days 
were imposed in order to make more meat available for export; they were not 
completely abolished until after the fall of the Perén government in September 
1955. In order to stimulate cattle sales, the go eriiment—once so reluctant to raise 
official prices—introduced four new steer .chedules between July 1, 1951 and 
October 10, 1952, with seasonal bonuses toward the end of the period to stimu- 
late larger offerings than are normal during the Argentine spring. 

With this series of increases, official steer schedules were divorced from British 
contract prices. The new price schedules could not keep pace with the market, 
and payment of over-prices became normal procedure. Advances of 85 per cent 
of the claims thus arising were made fairly promptly for the period July 1, 1951 
through May 29, 1952; higher prices of other cattle for the period December 14, 
1951-January 28, 1952 were taken care of in the same manner. Another wage 
increase in May 1952, effective from March 1, led to additional advances to the 
companies during the year following establishment of the new wage scales. 
A decree of November 18, 1952 authorized compensation for extra expenses, not 
included in regular payment schedules, on exports of canned and salted meats 
between July 1, 1951 and September 16, 1952 (7c). 

By 1952 IAPI’s ventures had ceased to produce the profits needed to support 
the expansion of industry projected by Perén in 1946. Export prices of cereals 
and linseed, which had provided IAPI’s biggest earnings through 1948, had fallen 
in consequence of agricultural recovery in the war-devastated countries that had 
been the most important buyers in the immediate postwar years, while Argentine 
production had dropped as farmers found there was no profit in producing for 
IAPI. For these reasons, meat exports were doubly important, which explains 
the relatively prompt recognition by the government of the extra processing costs. 

TAPI was in serious financial straits by 1952, and the failure of cattle offerings 
at central markets to return to pre-shortage levels aggravated the stringency. The 
companies received no compensation for extra processing costs between May 16, 
1952 and November 1953, aside from the items already listed and a special allo- 
cation of funds in May 1953 to enable them to build up a reserve of cold storage 
meat to tide the Federal Capital over future recurrences of the acute meat short- 
ages which it had been experiencing since 1951. Once more the operating re- 
serves of the companies were low. In November 1953 the government granted 
them a loan of 250 million pesos until an analysis could be made of their deficits. 
The total amount later allowed through December 31, 1953 came to 320 million 
Pesos (7c). It did not include the “reasonable” profit conceded earlier, in figuring 
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deficits in the post-Miranda period, the government having decided that 1953 
and 1954 must be regarded as “emergency years” (13, p. 97). Similarly, in De- 
cember 1954 a single authorization of up to 300 million pesos was made to apply 
to net operating losses of the industry for the year, but with no recognition of 
profits; earlier, 300 million pesos had been allowed to take care of another wage 
increase, granted in July 1954, retroactive to March 4. 

IAPI relinquished direct participation in the meat trade to the Meat Board** 
in December 1954, although the operations conducted by the latter were to be 
for IAPI’s account. Nevertheless, changes introduced almost from the outset of 
the Meat Board’s authority were to be so pronounced that December 31, 1954 
has come to signify the end of what is now referred to as “the 99 months” of IAPI 
intervention. 

THE 99 MONTHS 


In a study of the antecedents of the packing house subsidies, the present Na- 
tional Meat Board divides the 99 months, October 1, 1946 through December 31, 
1954, during which IAPI was the policy-determining agency of the government 
for livestock and meat trade, into five periods: 1) October 1, 1946-August 1, 1950; 
2) September 1, 1950-June 30, 1951; 3) July 1, 1951-May 15, 1952; 4) May 16, 
1952-December 31, 1953; and 5) the year 1954 (7c). The end of the first period 
roughly coincided with the suspension of meat exports to the United Kingdom 
in 1951; the second was a time-marking interlude until the export trade should 
resume normal proportions; the third begins with recognition of cattle shortages 
and, together with the fourth, relates to the government’s attempts to cope with 
the situation; during the fifth its efforts began to show positive results. 

For the purposes of this study, the 99 months are divided into two almost 
equal periods: the 50 months ending with August 1, 1950 (the Meat Board’s first 
period), and the remaining 49 months of IAPI controls. The first was a time 
of abundant cattle marketings, high prices, and, for the period as a whole, profits 
for IAPI in its meat trade ventures. The second was one of short supplies, higher 
prices, and, after 1951, losses to the government. There was a distinct difference 
in its attitude toward the meat packing companies in the second period which 
appears to have been not entirely related to the unfavorable alteration in IAPI’s 
earning pattern. 

As stated earlier (note 6, p. 37), there was speculation at the time IAPI in- 
stituted its practice of denying full payment to the companies for meat produced 
for IAPI’s account, that the government was intent on nationalizing the foreign- 
owned meat firms. Had Perén decided to do so, the act would have been ap- 
plauded even by many of his adversaries. In a recent article, an American busi- 
nessman in Argentina states (14, p. 22): “The American meat packers in Ar- 
gentina would probably have been nationalized long ago if past governments 
had been able to pay for them and knew how to operate them.” When the gov- 
ernment introduced a bill into the Argentine Congress in 1950 aimed at effecting 
a major reorganization of government meat agencies and the domestic meat 


18 The National Meat Board was replaced by the Argentine Livestock Institute in 1950, which 
in turn was succeeded by the National Meat Institute in 1952; in each reorganization the authority 
of the body was reduced. The National Meat Board was restored, with augmented authority, in 
May 1957. To avoid confusion, the designation Meat Board is used throughout. 
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packing industry, it was interpreted as a prelude to absorption of the foreign- 


owned firms by the state (6c). 

Passage of the bill through Congress was accompanied by iterations of hos- 
tility toward the companies. The entire history of their activities was reviewed, 
with emphasis on past disregard of Argentine interests (15, pp. 2950-2965, 3024- 
3935). This seemed to support the conclusion that the government had designs 
upon them. Yet a reading of the government's case for the bill leaves the in- 
ference that it was more immediately concerned with extending its controls over 
the domestic establishments, to the end of creating an Argentine industry capable 
of serving the domestic market more efficiently than those in operation were 
doing. One gathers this from a statement of the Economics Minister before the 
Chamber of Deputies (15, p. 3029): 


It appears paradoxical, in a country with a capacity for meat production such 
as ours and a highly developed meat packing industry, that the most efficient 
plants are dedicated to providing for a foreign market, with almost no con- 
tribution to domestic consumption, while the needs of the domestic market 
are served by inadequate and wasteful establishments. While companies 
slaughtering for exportation are able to capitalize on the whole animal, in the 
slaughter yards of the interior and also in those of a number of important 
cities, by-products are almost completely wasted, because only the meat has 
ap significance . . . One sees the profits that animals at the optimum state 
ot development are able to produce canceled by the high costs resulting from 
an antiquated and inefficient system of processing. 


The Municipal Packing House of Buenos Aires was cited as an example of 
inefficient exploitation of animal by-products, an inefficiency that had heightened 
the already heavy costs paid by the government for the meat subsidy. 

In a Congress dominated by Peronistas, the bill was assured of easy passage. 
It repealed the Meat Law of 1933, Law No. 11,747, and enacted instead one which 
strengthened the government’s powers over the internal structure of the cattle 
and meat trade. The National Meat Board, which had held an almost autarkical 
position under the old law, was replaced by the Argentine Livestock Institute 
subordinated to the Ministry of Commerce. The Corporation of Argentine Meat 
Producers (familiarly known as CAP), the Liniers Market, and the Municipal 
Packing House of Buenos Aires were made government subsidiaries (4%, pp. 
13-17, 

One aspect of the nationalization was significant. The three institutions had 
proved less amenable to government pressures than foreign-owned companies, 
which had everything to lose by defiance. Domestic concerns had defeated off- 
cial efforts to stabilize cattle prices. Users of the Liniers Market and the Mu- 
nicipal Abattoir had continued to bid up prices; CAP had been the most recal- 
citrant. It had never achieved much of an industrial establishment, having found 
that it best served the interests of its producer-stockholders by bidding up auc- 
tion prices when the market lagged. This it persisted in doing despite IAPI's 
stabilization drive. 

Correcting the shortcomings of the domestic marketing and slaughtering net- 
work could not be accomplished overnight. Losses could be cut by trying to 
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channel as many animals as possible to the central packers in the Buenos Aires 
area who had the techniques and capacity to handle the largest number of 
animals. These firms, incidentally, were the only ones whose long-term interests 
were the same as IAPI’s—maintenance of exports at high levels—and which were 
already subjected to the kind of controls that IAPI had been unable to establish 
over the Argentine nationals engaged in the meat trade. Because of their capacity 
they were authorized to provide more meat for Buenos Aires under the subsidy, 
with results as shown by the following tabulation giving the per cent of total 
slaughter for consumption (7): 


Abattoirs 
Central Frigorifico of Greater 
Year Packers Nacional Buenos Aires 
eer 31.1 56.1 12.8 
UD | ESR ers as tase 32.4 54.6 13.0 
es Sacechiwn denen 29.3 52.8 17.9 
LO OSS ere 30.8 47.7 21.4 
ROR oecces GEN: 37.2 39.8 22.9 
NS Said oe ackee at es 62.2 27.6 10.2 
SS aes ore 65.7 28.2 6.1 
SOeNe oats bub cents oe as 70.3 24.4 5.3 


After 1950, sales of cattle for slaughter in the Buenos Aires complex of markets 
and packing houses declined for three successive years, partially as a result of the 
drought, but also because, as the government tightened its controls of the metro- 
politan establishments, more favorable prices were paid in the interior markets 
by black-market butchers. In July 1951, when the Buenos Aires markets first 
felt the effects of the shortages, the government ordered outlying abattoirs to 
close, although the first results were much the same as its earlier attempts to 
enforce its controls elsewhere than with the foreign-owned companies.** By the 
end of 1953, however, the government's efforts had achieved enough success in 
so far as reducing the incidence of black market activities was concerned that it 
was able to impose ceiling prices on cattle sales throughout the country with 
considerable success. 

By 1952 it had become critically necessary to export meat, at whatever cost 
to IAPI, in order to earn foreign exchange. For that reason, the government 
embarked upon a course of raising official steer prices above competing market 
levels in order to reinvigorate direct shipments, and at the same time began 
offering bank credit to producers to stimulate production. In 1954 the induce- 
ments to expand production had begun to pay dividends. 

Costs of the program during 1953 and 1954 were enormous. Packing house 
subsidies reported in the two years were 309 million and 468 million pesos, re- 
spectively, almost half of the 1,576 million peso subsidy total for the period 1946- 
54.48 Packing house subsidies for the period as reported by IAPI, in million 
pesos, were: 1949—106, 1950—-132, 1951—297, 1952—264; 1953 and 1954, as re- 


14 The first order was directed toward slaughter yards easily accessible from Greater Buenos Aires, 
but before the end of the year 70 abattoirs in the Province of Buencvs Aires had been closed for non- 
observance of sanitation regulations. Four or five which escaped closure in 1951 were shut down in 
1953, leaving only a pair (J6, p. 35). 

144 For the period 1946-49, 98.8 million pesos domestic consumption subsidy (12a, p. 63); 
7.6 million to the packing houses in 1947. 
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total because it was not reported separately for subsequent years. In addition 
to the packing house subventions, IAPI also reported losses of 517 million and 
618 million pesos in 1953 and 1954, respectively, on “the commercialization of , 
livestock products” (it is not clear from the report whether these figures include 
meat) and losses of 1,305 million and 2,951 million pesos, respectively, on agri- 
cultural products. Since total profits, in the years in which IAPI reported profits, 
amounted only to 1,944 million pesos (124), there was no point in going on. 
In IAPI’s 1953 report, it told agricultural and livestock producers that it had 
been formed to protect them from fluctuations in international commodity prices, 
and that without its support during 1953 their situation would have been critical 
(12c, pp. 12-14). Although probably true as far as exporters of the cereals and 
linseed were concerned, the allegation was not true of meat. Meat prices in for- 
eign markets were not spectacular; nevertheless they rose steadily throughout 
the 99 months. The costs resulting from IAPI’s intervention in the meat trade 
were of domestic origin—the price the country had to pay for subsidizing do- 
mestic consumption. 

In this connection, it should be added that during the years when IAPI did 
make profits from its trading ventures, those profits were not used for paying 
off the operating deficits of the meat industry. As intended, the profits were used 
to underwrite the various Perdn developmental projects. Subsidies were financed 
from advances by the Bank of the Argentine Nation in the form of rediscounts 
against national pension and similar funds (17, Ch. II). At least where meat 
subsidies were concerned, little if any of the amounts so advanced were repaid. 
What is more, the subsidies reported did not cover all of the indebtedness of the 
government to the companies. Still outstanding was the 15 per cent subject to 
audit dating back to October 1, 1946. The audits had not been made. 


LAST MONTHS UNDER PERON 


Cattle receipts in the Liniers Market and by direct shipment to the packing 
houses had begun to improve during 1954, but not until December was it clear 
that the crisis of shortage had passed. During the first six months of 1955, Liniers 
prices fell on an average of 10 per cent below those of the same months of 1954. 
Because steer prices were supported, they were much better sustained than those 
of other cattle, declining less than 2 per cent in the same period (7a). 

To producers accustomed to a sellers’ market virtually ever since 1947, a 10 
per cent drop was regarded as catastrophic. For many of them it was, because 
their operations were speculative and heavily financed by borrowing. The clamor 
for government assistance created an opportunity for the government to achieve 
the never-relinquished goal of stabilizing prices which the Perén administration 
had set out to achieve in 1946-47, but which before had been nothing more than 
a mirage. 

On April 28, 1955 the Meat Board announced that henceforth the official 
grading and price system would apply to al! cattle. The scales of grades and 
Prices were published in mid-May; they averaged well above current market 
quotations (+47, p. 22; 4k, pp. 19, 26). For cattle other than steers, the top prices 
could “not be exceeded in any circumstances, bonuses, direct or indirect, being 
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strictly forbidden” (4h, p. 19). For steers, seasonal bonuses (May 16-September 
30) had been announced on February 7, 1955, and those were the only payments 
above official scales that the government would recognize (7a). 

With price stabilization arranged, the government felt that it was in a posi- 
tion to reduce the piecemeal handling of the government’s financial accounts 
with the packers to an orderly procedure. Its plan for doing so was set forth in 
a decree issued on May 27, 1955 (7d): “Considering, that until a solution of the 
integral problem of the meat packing industry is reached it is convenient to make 
an adequate adjustment of the financial relations with the companies, to the end 
of obtaining a greater agility and a better control of the respective operations 
...” The decree applied retroactively to January 1, 1955. The packers were to 
receive regular reimbursement of the difference between the prices paid for steers 
according to official grading scales and those received from the sale of meat and 
by-products. Criteria were established for handling losses incurred in the pur- 
chase, slaughter, and processing of animals not subject to official prices. Provi- 
sional payment of accounts with the companies was to be made each month, with 
final settlement made annually on the basis of year-end audits of accounts. A 
reasonable profit was to be allowed, and was to take into consideration the capital 
invested; untl that time the criterion used in figuring profits was the prices the 
packers paid for livestock. The new arrangement applied not only to purchases 
of steers and sale of their meat, but similarly to all cattle and hogs, and to sheep 
with the exception of those from Patagonia (always handled on another basis). 

The May 1955 decree was the most comprehensive single piece of legislation 
issued since controls and the official pricing system had beeu put into effect, and 
was honored in the observance to the extent that circumstances permitted. Un- 
fortunately, the new regulations were not equal to the strains the livestock econ- 
omy was to undergo during the next two years. 

The new system of fixed livestock prices was planned to be country-wide in 
application, but difficulties in working out arrangements caused introduction on 
the broad scale to be postponed several times (41, pp. 5, 7). In practice it applied 
only to direct sales to packers because auction markets were not abolished. Later, 
in July 1955 a new list for cattle, including steers, not covered by the May list, 
advanced prices by an average of 6 per cent for top quality, heavier animals, with 
larger increases for animals which yielded less meat per head. The schedule went 
into effect on September 1 (4m, p. 29), a few weeks before the Perén govern- 
ment fell. 

The new list was a relief measure. It enhanced the attractiveness of direct 
sales, already high because of falling market prices. Producers had always pre- 
ferred by-passing auction markets when cattle were plentiful, as they were in 
1955, although prior to World War II the export packers were little interested 
in beef cattle other than steers. After the Perén-Miranda policies distorted the 
equilibrium between official and market prices, and later when drought losses 
and accelerated domestic demand further widened the price differential, forcing 
the packers to rely more heavily on other types and grades, direct shipments of 
the latter were better sustained on the whole than those of steers, as is illustrated 
by the accompanying chart. 

By guaranteeing the prices of all animals received on direct shipment, but 
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on- not those in auction sales, the government accentuated the former, with a con- 
sequent heightening of its financial obligations to the meat packing industry. 
in 
on THE PROVISIONAL GOVERNMENT AND THE CATTLE SITUATION 
ied The Provisional Government, which took over in September 1955, continued 
ter, . to guarantee the prices of all livestock sold directly to the packers. It also stipu- 
list, lated that prices paid by packing houses for cattle purchased in the Liniers and 
ith Rosario markets must not be more than 8 per cent under the official prices for 
ent comparable grades. Ceiling prices in auction sales were abolished. Despite con- 
rn- tinued heavy cattle offerings, guaranteed prices for direct shipments were in- 
creased in December 1955 and again in June 1956 (7a). 
rect b Livestock provided the raw material of one of the largest groups of industries 
pre- in the country, and meat was always one of the biggest and had been, for the past 
ein four years, the surest earner of foreign exchange. Therefore, livestock production 
sted » had to be sustained at all costs. Also, production of the agricultural export staples 
the had to be revived. In stimulating the latter, and by continuing to support live- 
ysses stock prices at high levels, the government inadvertently encouraged newcomers 
cing to cattle growing to sell off their herds and move into crop farming. 
s of Even before the Provisional Government took office, there had been a change 
ated in the meat export situation. Argentina had been unable to take advantage of 
, the abandonment of meat rationing in the United Kingdom and the consequent 
but lifting of controlled meat prices on July 3, 1953. Because of cattle shortages, final 
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meat contract quotas had not been filled by that date. Not until June 1954 was 
Argentina in a position to take advantage of the favorable wholesale prices that 
had prevailed for the preceding eleven months in the Smithfield Market of Lon- 
don, whose auctions strongly influenced wholesale and retail prices throughout 
the United Kingdom. Even by mid-1954, the supply of cattle in Argentina had 
not revived sufficiently to permit heavy exports, so that it was not until 1955 that 
the impact of heavier cattle slaughter in Argentina made itself felt. Refrigerated 
beef arrivals in the United Kingdom were 75 per cent higher in 1955 than in 
1954, but of almost as great importance as the volume involved was the change 
in the form in which the beef was delivered. Under controls the British had 
imported it in the frozen form so that it might be stored until required. With 
the lifting of rationing and the end of contract shipments, most of Argentina’s 
beef began to go forward in chilled form, as the following tabulation of British 
imports shows (in 1,000 pounds; Ze): 


Year Refrigerated total Chilled beef 
SERRA ee cae pera y ee 90 11 
LSS Ser re eer CE 158 99 
LL ee era Pare ae 248 227 
LS ee eT cme ee ear cere 257 233 


This brought it once more into competition with the best Scottish and English 
beef, as the closest equivalent of the fresh beef which the British have always 
favored. 

Smithfield Market prices were well sustained through the second quarter of 
1955. With the third quarter a decline set in that continued through 1956, as is 


illustrated by the following averages, in pence per pound (7e): 


2d quarter 3d quarter Ist quarter 4th quarter 
Source 1955 1955 1956 1956 
Eee 31 27% 25¥, 22% 
English, froth 2... 6.000050 29Y, 2544 234% 18% 
Argentine, chilled .......... 254% 20% 184%, 16 


Responsibility for the drop in prices was not entirely the consequence of the 
larger quantities received from Argentina. During the immediate postwar years 
the British government had been encouraging livestock production in order to 
reduce its reliance upon imported meats, with the result that supplies of fresh 
beef for domestic consumption had increased from 605,000 long tons in 1938 to 
704,000, 806,000, and 815,000 long tons in 1955, 1956, and 1957, respectively (7g). 
British beef accounted for 51 per cent of the total supply for consumption in 
1938 (1,190,000 long tons) and for 65 per cent in 1957 (1,256,000 long tons). The 
good prices for top grade Scottish and English beef from July 1953 through June 
1955 reflected a sellers’ market. Augmented domestic supplies and the revival of 
imports of Argentine chilled beef combined to make it a buyers’ market. Pro- 
tests by British cattle producers that the Argentine was “dumping” beef in the 
United Kingdom, and by doing so was forcing British prices down, led to 
demands that the British government reimpose import quotas. Argentine critics 
of Meat Board policies charged that it permitted the companies deliberately 
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to sell Argentina’s finest product at lower prices than were bid for English and 
Scottish beef, which they maintained was in no way superior to Argentine chilled 
grades. The Meat Board thereupon decided to impose limitations on shipments 
of beef to the United Kingdom to brake the decline in market prices there, hard 
pressed though it was to dispose of the surplus of quality beef at home even when 
chilled beef exports were high. 

Cattle sales for slaughter during 1956 were so large as to be almost unmanage- 
able; the year’s total was 1.7 million head higher than in 1955. Of a registered 
cattle slaughter of 11.2 million head, around 7 million qualified for the guaran- 
teed prices; in addition, 1.5 million hogs were paid for in accordance with the 
official scale (7a; 7). 

While protecting domestic producers through support prices and absorbing 
losses resulting from low prices received on meat exports and from processing 
surplus high-cost chiller-type steers in forms for which the selling price was not 
commensurate with those paid for the animals, the government continued to 
subsidize domestic consumption. As was the case with IAPI reports for the 
years 1950-55, later statistics do not make it possible to ascertain precisely how 
much the domestic meat subsidy cost the government. Of the 2,724 million 
pesos paid to the packing companies to cover deficits for the period November 
1955-December 1956, 1,690 million pesos were designated as having been paid 
to apply to meat for domestic consumption and reimbursement of export re- 
tentions (18, pp. 15-16). (Of the remainder, 550 million pesos were labeled as 
subsidies for the packers and 476 million pesos covered wage increases which 
went into effect on February 1, 1956.) 

The retention was a feature of the revised exchange control scheme put into 
effect in October 1955. According to commodity, 10-30 per cent was withheld 
from proceeds of exports and deposited in the National Economic Recovery 
Fund, established on October 27, 1955, for the purpose of fostering agricultural 
recuperation and paying subsidies until such time as they could be elimi- 
nated (19).*° 

Since the meat packing industry was paying support prices for cattle that were 
higher than the market prices that could be obtained for the meat produced, the 
retentions paid on meat exports added to their operating deficits, deficits which 
the government was committed to reimburse from the very fund into which the 
retentions were paid. How much the retentions were and what the real cost of 
the domestic consumption subsidy was during the period were concealed by 
combining them in one total. 

The amount allocated for meat and packing house subsidies by the National 
Recovery Fund in 1957 was 641.2 million pesos (18). The much smaller figure 
does not mean that the crisis of overproduction had passed, but that the Provi- 
sional Government, appalled by the cost of subsidizing livestock prices through 
1956,"° had decided that the time had come to divest itself of the burden of 
subsidy payments. 
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15 Tn the case of meat the retention was 15 per cent. Subsequently it was adjusted several times, 

30; 197 type and the form in which the meat was exported, and then was abolished as of May 
, 20). 

16 Hog prices had been freed on March 28, 1956 (2/, p. 5). 























MOVE TO ELIMINATE SUBSIDIES 


On February 15, 1957, the Government decreed that subsidies on meat and 
cattle were to end. It would continue supporting steer prices for 60 days to the 
maximum of 30 centavos per kilo, but would not be responsible for deficits 
incurred in the purchase of any other type of meat animal slaughtered after 
February 20. Maximum wholesale and retail prices of meat in the Federal 
Capital and Greater Buenos Aires were also abolished (7@). Ceiling prices of 
mutton and lamb were abolished on March 28 (4p, p. 29), and with them the 
system of compensation to the packing companies for hogs and sheep purchased 
at prices guaranteed by the government. During the 60 days in which the 
government would continue to subsidize steer prices, the Meat Board was to 
find a method of maintaining steer standards and prices without subyentions. 

By removing ceiling prices of meat at the retail level in Greater Buenos Aires, 
the Provisional Government was able to relieve itself of one of the causes of 
higher packing house deficits during 1955/56. The prices of meat under the 
subsidy had been maintained without change since 1953 (21, p. 14). The closing 
down of slaughter yards in the Province of Buenos Aires in 1951 and 1953 had 
augmented slaughter in the packing houses and a few other establishments 
which had been added to the list of those to which the government guaranteed 
reimbursement of operating deficits. As soon as the Provisional Government 
took over there began to be a clamor for reopening slaughter yards, and on 
March 14 and November 8, 1946 the National Meat Board adopted resolutions 
with that end in view for the Buenos Aires area. However, high cattle prices 
and low ceiling prices of meat at the retail level defeated expectations (21, p. 6). 
It was impossible to operate in such circumstances without subsidy. Therefore 
the companies that fell within the system that guaranteed reimbursement of 
authenticated deficits continued to receive cattle in numbers far beyond their 
optimum capacity, while the slaughter yards were not restored on the scale in- 
tended. The February 1957 decree removed the handicaps standing in the way 
of renewal of their operations (42, pp. 13, 20). 

It took longer than 60 days for the Meat Board to produce a plan for steers 
that was acceptable to the government. The new regulation was not decreed 
until May 24 (7f), and differed only in detail from the one adopted in 1941 when 
the system of official prices was put into effect. 

One of the details was that the government emphatically refused to accept 
any obligation to compensate future losses incurred by the packers as a result 
of the mandatory minimum prices. Despite this pro forma disclaimer, the law 
provided that the packers would be paid “compensation prices” which would 
take into consideration the amounts paid for steers purchased at official rates, 
and the prevailing range of prices of meat and by-products; in addition, if cir- 
cumstances required, the expenses of production, marketing, and processing 
might also be taken into consideration. No change was made in the official steer 
schedule decreed on June 6, 1956, except that it once more was made to apply 
to steers purchased in Liniers and Rosario cattle auctions. 

To offset possible losses to the packers resulting from market purchases at 
higher than official rates, the Compensation Fund was reconstituted by crediting 
to it the balance remaining in the former fund, and by advancing 200 million 
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pesos to it, to be repaid from a tax of 3 per cent on the proceeds of all beef 
exports. The tax was thenceforth expected to be the mainstay of the fund. Also 
earmarked for it were proceeds in excess of the return the packer was authorized 
to receive according to the cost-plus processing allowance based on the price of 
the steer (7). (To simplify the abstruse: the Meat Board paid the packers fixed 
amounts for beef produced from steers paid for at officially prescribed prices, 
regardless of the price for which the beef was sold. If the price received for the 


meat was lower than the fixed price, the difference was to be made up to the 


packers from the Compensation Fund; if it were higher, the excess went into 
the fund.) : ! 

The May 1957 decree appeared to make provision for such operating deficits 
as might occur in the future. There still remained outstanding the unpaid 
balances of the “subject to audit” indebtedness that had been accumulating since 
October 1, 1946. 


“SUBJECT TO AUDIT” BALANCES 


As soon as the Provisional Government assumed power, the foreign-owned 
companies, individually and through their joint representative, kept their situa- 
tion constantly before the authorities. Not satisfied with the progress being 
made, on May 2, 1956 they addressed a communication to Dr. Juan Llamazares, 
the Minister of Commerce, calling attention to “certain functional aspects of 
the Industry, which merit immediate attention by the authorities, to the end 
that this vital industry . . . should not run the risk of succumbing [as would 
be the case] if the process of frank decline should continue.”*” The note listed 
the immediate causes of the financial difficulties, then reviewed the background 
of the deficits: “during the past decade—and in virtue of different laws and 
decrees—there were transferred to the Frigorificos large sums of money in com- 
pensation for or refunds of financial deficits, designated by those who appear 
not to know the technicalities of trade, as subsidies to the packing houses.” 
Reminding the minister that those deficits had resulted from determinations 
on which the industry was not consulted and that the “badly labeled” subsidies 
had not been sufficient to pay off the debt accumulated over years as a result 
of the incomplete settlement of accounts, the companies warned him that if the 
government did not quickly modify its financial dealings with them, they 
would soon be in the position of the railroads; “already their [the companies’] 
financial penury is such that they are not able to maintain their equipment, 
much less their plants ... .” 

The government had more urgent problems. As 1956 progressed, current 
packing house deficits mounted, and these deficits were not comprehended in 
the payments authorized by the National Economic Recovery Fund, which 
were restricted to those arising from subsidization of domestic consumption. 
So many cattle were being offered for sale that even the enormous Argentine 
appetite for beef was sated. Although the administration put exports to the 
United Kingdom on a quota system, it tried to promote sales to foreign coun- 


17 Translated from the text of the original memorandum signed by Swift de Rosario, Swift de 
la Plata, Wilson and Company, Armour de la Plata and La Blanca (both Armour owned)—U.S. firms 
—and Frigorifico Anglo, Leibig’s, and Bovril and Company, British. 











tries which did not normally import Argentine meat and to spur additional 
exports of meat and cattle to countries that did. This led to protests of charges 
of dumping from some countries and curtailment of orders. Because markets 
and packing houses lacked the capacity and the railroads adequate rolling stock 
to handle all of the cattle offered, producers had to hold animals on pasture 
beyond their prime. The government thereupon authorized slaughter of over- 
weight steers for canning. These were paid for at official rates, since the over- 
weight resulted from circumstances beyond the control of the producers, further 
contributing to the mounting deficits of the companies. 

The companies did not receive payment for the steers for canning until the 
meat was sold. Export outlets for canned meat were limited, leading to large 
accumulations of stocks, which meant that working capital and storage space 
needed for other operations were tied up. 

For example, CAP had close to 17 million pesos tied up in such “super- 
stocks” (22, pp. 7, 18-19). CAP also lost heavily on exports of livestock to Chile, 
Bolivia, and Uruguay, which it had expanded in furtherance of the Meat Board’s 
drive to find foreign outlets for the cattle exports; livestock did not come within 
the compensation scheme arranged for meat exports. (CAP had also taken 
similar losses during 1954-55, when it was government-controlled; it was returned 
to the stockholders in December 1955.) There was another deficit item, arising 
from undervaluation by the Meat Board of shipments to the United Kingdom 
during the first months of 1956. All of these awaited adjustment along with 
the unpaid balances which had been accumulating since 1946 because the govern- 
ment had not made the audits upon which settlements were to be based. 

Finally, on August 5, 1957, the Economic and Social Council formalized 
procedures for handling unpaid accounts for the “99 months” because of “the 
necessity of restoring faith and confidence abroad in the . . . word of the Ar- 
gentine Government, lost during the deposed regime.” The Meat Board was 
authorized to determine the net losses of the individual companies which had 
been “assisted by the State during the period . . . October 1, 1946 and Decem- 
ber 31, 1954 . . . from the date which they were incorporated into the system 
of aid . . .” (7g).** The balances due were to be worked out in accordance with 
norms set forth in the covering decree, and the National Recovery Fund was 
to provide the means of payment. 

18 The analysis was to be subject to a number of conditions. It was to be made on a year-by-year 
basis, and was to cover purchase, slaughter, and processing of cattle, sheep, and hogs. Included in the 
costs recognized was the full price paid for all animals purchased. A variety of packing house activi- 
ties and costs was excluded. A “reasonable” profit based on the price paid for the cattle was to be 
allowed for the full period. In the case of cattle slaughtered for exportation, the profit allowed was 
5.75 per cent; for domestic consumption 1.5767 per cent. However, individual companies that 
showed profits in excess of the percentages allowed, and cou!d demonstrate that those profits were the 
result of industrial or commercial efficiency in the operations comprehended by the audit, would be 
permitted to retain the higher amounts. The analysis was to be made and the balances paid to the 
individual companics 120 days after each had presented its accounts for the period under review. 
In undertaking to settle the accounts for the “99 months,” the government made it understood that 
it accepted no responsibility for the later deficits; its action was not to be regarded as a precedent, nor 
could it be invoked in claiming losses for other periods. (One item reveals an interesting sidelight on 
IAPI's financial dealings with the companies. When the government authorized payments on its 
accounts with the companics, the payments were labeled as “anticipos"—advances. They were ad- 
vances only in the sense that they were payments on accounts whose full amount had not been de- 
termined. But, because they were called advances, IAPI treated them as loans and charged interest 


on them. The August 1957 decree ordered that the Meat Board should not include such interest 
charges in figuring processing costs.) 
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f The Provisional Government was putting its affairs in order preparatory 
to turning them over to the administration to be elected February 28, 1958. In 
the meantime, however, the arrangements worked out in May 1957 for financing 
official prices of steers were not proceeding according to plan, and the Compen- 
sation Fund was obliged to make up the differences between official and market 
prices in all cases where the buyers represented companies obliged to pay the 


7 guaranteed prices. (This will be discussed in the Statistical Appendix.) By the 
time the Provisional Government bowed itself out of office on May 1, 1958, the 
) Compensation Fund had been exhausted, and the Government was 194.6 million 


sos in arrears to the packers for deficits covering the period May 27, 1957 to 
April 30, 1958 (10). 


THE RECORD OF THE PROVISIONAL GOVERNMENT 


During the first eighteen months of the Provisional Government, it had 

continued the livestock and meat policies of the Perén administration virtually 
without change. Ceiling prices were maintained for cattle and sheep at levels 

which were higher than free market prices would have been with cattle offerings 

as abundant as they were. Yet meat for consumption in Greater Buenos Aires 
continued to be sold at the same retail levels imposed in 1953. The political and 
economic situation was too precarious for even a military junta to risk intensi- 

) fying unrest by raising them. 
As had been the case since the system of official steer prices was adopted in | 

1941, the meat packing companies were the agents of the government—the 


— 





paymasters, the “bankers” in carrying out the intermediate financial aspects of 
its policies. These functions they continued to perform, but with smaller finan- 
cial involvement, because the unprecedented cost of underwriting price supports 
for livestock while at the same time subsidizing meat for domestic consumption 
led the administration early in 1957 to eliminate much of the expensive super- 
structure of state intervention in the meat industry introduced under Perdn. 
In addition, a beginning had been made toward clearing up the backlog of debt 
to the packing companies. 


! THE FRONDIZI ADMINISTRATION AND THE PACKERS 


} With the government of President Arturo Frondizi the old troubles began 
to reappear. On the eve of his inauguration on May 1, 1958, it was announced 
that wages would be raised 60 per cent above those of February 1, 1956, the 
last government-imposed general increase; one of the first acts of the new Con- 
gress was to give statutory effect to the fiat. However, the government did not 
adjust the commercial values of the beef produced from steers purchased in 
’ accordance with the May 24, 1957 decree, which provided for such adjustments. 
The decree specifically stated that the “fixing of minimum prices for steers in 
accordance with the provision of the present Decree, may not give place to the 
paying of subsidies by the State” (7g), and the Compensation Fund, from which 
packers’ losses were to be met, was exhausted. Although the Frondizi adminis- 
tration assumed responsibility for the arrears on deficits experienced in the period 
{ May 27, 1957-April 13, 1958 that remained unpaid on the latter date, it, the 
administration, revealed no intention of doing so for those arising from its own 
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acts. It could not afford, and in any event it was not disposed, to assume losses 
imposed on a largely foreign-owned industry in consequence of a law that was 
country-wide in application. On the other hand it was not prepared to relinquish 
or weaken the controls that made such losses inevitable. 

This was not the only resemblance to the policies of IAPI in its Miranda- 
phase. To the direct impact of the wage increase was added the indirect effect 
on cattle prices resulting from a spurt in the demand for meat. Official steer 
prices had not been raised since May 1956, and even in April 1958 Liniers 
auction prices were only slightly lower than the direct sale average, live weight. 
In May and June the Liniers averages were higher in consequence of the active de- 
mand. A corollary to disparities between official and auction prices was a drop 
in direct shipments of steers to packers, which in May were lower than April 
receipts by 70,000 head, a decline of almost 40 per cent, and in June were around 
40 per cent of the April total. In order to revive direct sales, and hence reduce 
auction competition, the government issued a new list of steer prices on July 2, 
averaging 30 per cent higher than the 1956 list, to apply to all packers’ purchases 
made since June 23 (23, p. ii). 

Before publishing the new official steer prices, the administration had in- 
formed the packers that the “commercial values” of steers would no longer apply 
in the case of those purchased by them to supply the domestic market. The 
commercial values established by the May 1957 decree comprehended the ad- 
justments packers were authorized to receive from the Compensation Fund for 
the difference between the cost of the steer plus processing and other expenses 
and the prices at which the meat produced was sold, when costs were higher 
than receipts. Henceforth, government would not be responsible for losses in- 
curred in consequence of increased wages or higher steer prices, when steers 
were destined to be slaughtered to supply the domestic market. The revision 
was made “in order to avoid the payment of a form of subsidy by the State” (4s, 
p. 20). Commercial values continued to be recognized in purchases for exporta- 
tion but in every case, as formerly, the Meat Board decided what the commercial 
value would be: proportionately how much for purchase and sales costs, labor, 
transportation, overhead, profits, etc. These were adjusted to take the new steer 
prices into account but made no allowance for the wage increase. The industry 
estimated that the new wage and steer rates would add two billion pesos annu- 
ally to production costs (248, p. 8; 25a, pp. 8-9), the equivalent of $47 million, 
US., at the free market rate of exchange then current (around 42.5 pesos/$1). 

So lively was the demand for steers that auction prices kept pace with the 
new official rates, rising from 3.38 pesos per kilo live weight in June to 3.98 
pesos in July, a larger absolute gain than had been registered in any year since 
1934, at least. The new rates therefore failed to accomplish the purpose for which 
they had been adopted; the end result was higher meat prices. 

As early as May, the over-all increase in the price of foods had aroused 
consumer complaints (without reducing consumer demand). The reaction of 
the government was the same as that of Peron when he came to office: a cam- 

paign to reduce profiteering. In order to protect producer and consumer interests, 
middleman profits were to be held down, and committees were appointed to 
investigate each industry almost on a company-by-company, shop-by-shop basis. 

Holding down middlemen’s profits in industries and commercial establish- 
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ments not subject to the rigid controls exercised over the meat packing companies 
was not easy to accomplish. Various methods were attempted and unfavorable 
publicity was resorted to when other pressures proved unproductive. In the 
case of the wholesalers and retailers of meat, the government tried to persuade 
them not to price the meat they sold at more than enough to produce receipts 
that would average 25 per cent above the price paid for the meat purchased by 
them. They held out for 30 per cent. Neither side was willing to concede. 

Negotiations, if that is what the stalemate could be called, dragged on. In 
the meantime, cattle prices continued to rise. The advance in steer prices indi- 
cated earlier, which averaged close to 18 per cent for the month of July, was 
surpassed by the average for all cattle sales, which was close to 22 per cent. The 
average conceals the progressive nature of the price rise, which in the course 
of the month amounted to 50 per cent (4r, p. 15; see the Statistical Appendix 
for the details of cattle and meat prices). 

Because of the falling off in direct shipments of steers, the packers were 
obliged to buy a larger part of their cattle requirements at auction, as is shown 
by the following comparisons of the number of head purchased by packers 
and abattoirs subject to official price control during July with the April 1958 
record, the most recent month in which the totals were not influenced by the 
Frondizi wage and cattle price advances (23, pp. 87, 89, 145): 








Cattle Steers 

April 1958 

SN ati ate ads ides crewars 584,000 246,800 

BE IG oi no senc's csv ssoee 225,000 184,800 

Market PUPCNOOES 2... 6.00. 500000605 359,000 62,000 
July 1958 

a bh6 Ss knee hha 540,800 210,300 

COE POON on oso sasscecessces 137,900 109,200 

Market purchases ................. 402,900 101,100 


Of a reduction of 43,200 head in total cattle slaughter, steers accounted for 
36,500 head. In an effort to reduce costs, the packers shifted a larger share of 
their purchases to animals not subject to minimum price regulations or, in the 
case of steers, from the top to lower, cheaper grades (77 per cent of the reduced 
steer purchases were in the so-called chiller grades). The consequence of the 
changed buying pattern was that of a total drop in beef production of 8,900 tons, 
steer meat accounted for 8,000 tons. é' 

The companies had to maintain their working force and, to the extent pos- 
sible, tried to supply their traditional markets. The price of Argentine chilled 
beef in the Smithfield Market of London, which had been relatively stable from 
the beginning of 1956 through the first quarter of 1958, had begun to advance 
and by the third quarter of the year was 26 per cent higher than the first quarter 
average (23, p. 219). Sales of cured meat to the United States, though compara- 
tively small, were nevertheless profitable. And high meat prices in the Buenos 
Aires area, though not high enough to cover the advance in operating costs, 
helped cut the margin of loss. Nevertheless, operating deficits were mounting; 
in addition to bank debts, the companies were far in arrears in payments to 
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53 
cattle producers. In mid-July they notified the National Meat Board that unless 
relief were forthcoming they would have to suspend operations (24%, p. 8). 
Despite its depleted treasury and its reluctance in principle to concede respon- 
sibility for the packers’ deficits, the government authorized the National Meat 
Board to pay the industry up to 200 million pesos “to assure the normal func- 
tioning of their establishments with a view of enabling them to meet their 
commitments in respect of salary increases, and avert the possibility of delays 
in paying for their cattle purchases” (4q, p. 35'°). The government could not 
afford the drop in meat exports that would occur if the packing houses carried 
out their threat. It was in no position to take over the companies itself, and 
could not immediately replace the managerial personnel who would leave if 
the companies closed. (The experience with the railways purchased from the 
British had left a scar. Almost at once there occurred a deterioration in efficiency 
that has never been restored.) What was more, they would have a large body 
of unemployed workers to provide for if the plants closed. The six American 
companies alone (the five of Armour and Swift, which had been combined in 
April 1958 as International Packers Ltd., and Wilson and Company) employed 
around 45,000-50,000 workers (24a, p. 8). These are only two of the reasons 
the government was unwilling to permit the companies to halt operations. The 
country desperately needed the foreign exchange from meat exports. In addi- 
tion export taxes collected on them, which in the case of refrigerated meat 
amounted to 13.5 per cent ad valorem, contributed important revenues. Prob- 
ably the decisive consideration was that the government was courting foreign 
capital investments and had no wish to create the bad publicity which would 
arise if long-established foreign-owned companies were to withdraw from the 
country because government regulations made it impossible to stay in business. 
The 200 million peso credit of mid-July was a temporizing measure, as the 
government was well aware. It was, however, reluctant to adopt the solution 
recommended by the Provisional Government before it relinquished office and 
advanced by the packers in their recent protest: revision of the exchange rates 
to allow the companies to earn more from their foreign sales. The President 
of the Meat Board supported the position of the companies. Among other argu- 
ments, he maintained that if the government allowed exporters of wheat, which 
required virtually no processing, 23 pesos per dollar in exchanging their foreign 
currencies, there was no justification for an exchange rate of 18 pesos per dollar 
. for meat, which required a much larger degree of processing (24c, p.7). Higher 
authorities appeared to be bemused. On the matter of government controls over 
foreign enterprises they were as ultranationalistic as Perédn had been initially; 
witness the reversal of the processes which the Provisional Government had 
introduced. They appear to have been opposed to altering the exchange rate 


19 The payments were authorized by Decree No. 2,269, July 11, 1958, and were all made within 
the next two months, as follows (in million pesos; 14): 


August 6 96.1 August 29 3.7 
August 7 16.3 September 2 11.8 
August 11 25.8 September 15 3.0 
August 20 3.6 September 29 9.4 
August 25 19.3 Total 189.0 
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; structure for meat export receipts to allow the packers a larger share of the 
earnings, but at the same time had tacitly conceded, by authorizing the 200 
million peso advance against deficits already incurred, that the companies could 
not absorb the costs of the wage and steer price increases from current earnings. 
While struggling with this dilemma, the administration set a precedent for | 
i future deficits of a larger order than those already caused by its policies. 
( A demand for maximum meat prices, which began to be heard as soon as 
prices began to rise in May, had become a ground swell. Most province govern- 
' ments had begun reimposing them in May, and furnished the example which 
the federal government was urged to emulate (23, pp. iii-v; 25), p. 13). By 
July the clamor had become part and parcel of widespread disenchantment with 
Frondizi on the part of the working class whose votes had put him into office. 
| Frondizi, who had campaigned on an intensely nationalistic platform and had 
| | written a book condemning the iniquities of the big international oil companies, 
was now granting exploration contracts to foreign oil companies and using 
| every means in his power to attract foreign capital. Expressions of discontent 
with this and the spurt in living costs were going beyond grumbles, and there 
; | was real anxiety that the administration might not survive. Then, on July 23, 
° the government announced that maximum meat prices would be restored on 
: August 1 on retail meat prices in Buenos Aires and its suburbs (2a, pp. 1, 8). 
t ' Actually, the government did not intend to restore the former system of sub- | 
, | sidies. The new maximum prices were described as “mobile”: the retail price 
1 to “depend on the price paid by the butcher for the carcass, a margin of 25 per 
} { cent being allowed in each case.” As stated, the purpose was “to protect the 
C consumer while at the same time seeking to avoid any adverse influence on the 
. prices received by the producer” (4f, p. 37). It was the method chosen by the 
€ government to resolve the impasse with the meat retailers, but the announcement 
n contained the magic words “maximum prices” to soothe the populace.” And it 
d was price control; however mild, it was regarded as a possible first step to re- 
Ss newed intervention on a larger scale. 
at { Faced with increasing government intervention and other evidences of Peron- 
i itis in the body politic, the foreign-owned companies immediately notified the 
h Meat Board that they had stopped buying cattle and that, unless a satisfactory 
a solution of financial and other arrangements between the government and the 
ar industry were reached within a week, they would close their plants on August 1 | 
cr and leave the country (24c, p. 1; 26a, p. 8). The National Meat Board sprang 
er 3 into action by trying to persuade the companies, on the one hand, to reconsider, 
# and other branches of the government, on the other, to move off dead center 
q 
te ._. 20 As one who was in Buenos Aires at the time, I cannot help wondering whether the determining 
influence in the decision to restore the controlled prices was the scheduling of a memorial service for 
July 26 in a public park in Buenos Aires to mark the sixth anniversary of the death of Eva Perén. 
nin There was apprehension throughout the city as to what repercussions the widely publicized event 
/ might produce, since the followers of Perén who had supported Frondizi’s candidacy were rated the 
, Most dissatisfied with his foreign economic policy as president. Early in the week in which the service 


was scheduled to take place, pacifists and communists made a token attack—rocks, bottles of ink, and 
the like—on the building in which the U.S. Embassy is housed, in protest against the landing of U.S. 
troops in Lebanon. This provided Frondizi with an excuse to ban for the time being all gatherings 
in public parks or grounds. Announcement of the restoration of the ceiling prices on meat coincided 


cote the imposition of the ban, and could well have been intended to offset some of the rancor 








and do something positive. Not until it achieved some success in the latter direc- 
tion did the companies modify their decision. 

On July 26 the Secretary of Agriculture announced that the exchange rates 
on meat exports had been revised; the details were contained in a Central Bank 
circular issued July 28. In the future, 65 per cent of the foreign exchange earned 
on exports of beef, mutton, and lamb would be made at the official rate of 18 
pesos per $1, U.S., or its equivalent in other currencies, and the remainder at 
free market rates. Foreign earnings on offals, specialties, and other livestock 
products and by-products would be exchanged on a 50/50 basis (41, pp. 15, 57; 
23,p.vi). 

On this basis the companies agreed to continue operations, at least for the time 
being, although it was doubtful whether the situation would be greatly improved 
in their favor if a rise in domestic consumption should (1) cause cattle prices to 
rise to uneconomic levels and (2) leave progressively fewer animals available for 
export slaughter. 

Officials of the Secretariat of Agriculture and Meat Board were more con- 
cerned over cattle supplies than the companies and with reason. Preliminary 
returns from the survey of cattle numbers made annually on June 30 revealed 
an alarming situation. The provisional total for 1958 was 40.7 million head, 
which was lower than the number reported in the 1947 census (23, p. 5). The 
country was consuming its patrimony. For this reason Agriculture opposed es- 
tablishment of maximum prices on meat for domestic consumption. It favored 
curtailment of meat consumption, rather than encouragement. It tried to have 
the maximum price order repealed, and toward the end of July the Secretary 
announced that ceiling prices for meat had been eliminated throughout the 
country (254, p. 13), which, however, did not mean Buenos Aires. He did not 
succeed where the Federal Capital and environs were concerned. 

On July 31 the Secretary of Commerce announced that the effective date of 
the new price controls for meat in the Buenos Aires area had been postponed, 
but only provisionally (24d, p.1). Ata press conference on August 2 he asserted 
that the rise in meat prices had been much greater than it would have been if 
the advance in minimum prices announced in July had not been much larger 
than would have been necessary to compensate the producers." Prices of meat 
in the preceding week were 131 per cent higher than in 1955. There were three 
causes of this increase, he continued: the recent modification of exchange rates 
for meat adopted in order to offset higher packing house costs [and the resump- 
tion of buying by the companies in the open market in consequence]; the normal 
[seasonal] contraction of shipments of lightweight cattle; and the preference of 
metropolitan consumers for the kind of meat produced by such cattle. His sug- 
gested solution was that the slaughter of breeding cattle and young animals be 
curtailed, that prices in the interior be adjusted to the indispensable minimum 
needed to stimulate cattle production, and, above all, that domestic consumption 
of beef be reduced by 20 per cent. Nevertheless, he announced guaranteed meat 
prices would go into effect both for the butchers and the public beginning with 


21 According to Horacio J. Noboa, the President of the National Meat Board, the new steer prices, 
to have been adequate, should have been 44 per cent higher; the “prudent” 30 per cent increase 
actually amounted to only 11 per cent in real terms of the 1956 peso (24a, p. 9). 
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August 7 (24e, p. 1). Whereupon the butchers staged a strike, which lasted for 
several days until the authorities suspended the maximum price order, but only 
temporarily (4x, p. 18). The President signed a decree on August 9 which estab- 
lished maximum prices for all essential foods. In the case of beef, the retailer 
would pay $ pesos per kilo at wholesale, and the public 34 per cent more—30 per 
cent being the margin allowed the retailer and 4 per cent to compensate for waste 
and shrinkage (266, p.1). (The average prices of cattle, dressed weight, on sales 
to the packers and in Liniers auctions in July 1958 were 6.3 and 6.6 pesos, re- 
spectively. The wholesaler was the middle link in the sales chain between the 
packer and the retailers.) 

Aside from the revision of exchange rates in July 1958, the authorities did 
nothing to forestall a recurrence of even greater deficits in the future; in fact, 
the price ceilings imposed in August turned out not to be the moving levels 
announced in July, but fixed prices (this statement is based on official data pub- 
lished subsequently; from press reports at the time one gains the impression that 
meat prices at the consumer level must have been somewhat higher than official 
averages [4w, p. 11]). 

Throughout the remainder of 1958 the meat and packing house situation was 
turbulent. In one respect it was a manifestation of a general vociferous and bitter 
reaction against the changed attitudes of Frondizi and a resurgence of Peronista 
activity in the labor unions which were the stronghold of the reaction. In another 
respect the uneasy state of the meat industry was caused by inadequate supplies 
of cattle; the average of direct shipments to central packers and abattoirs and to 
the Liniers Market during the last five months of 1958 was 156,000 head per month 
lower than in the first seven months. The strongest recession occurred in direct 
sales, which in the last five months of the year totaled only 17,500 more than in 
January. The most precipitous drop occurred in August. Layoffs in the packing 
houses caused by shortages led to a general strike in one plant which lasted for a 
month, with the government paying the wages of absentee workers for the entire 
period (25c, p. 10). 

Labor relations throughout the whole industry deteriorated during the re- 
maining months of the year, with the leaders clamoring for nationalization or 
expropriation of the companies. Once again they were in financial difficulties 
because the advantages of the exchange concession of July were eroded by declin- 
ing exports and the prices of cattle at Liniers auctions, which on December 6 
averaged 148 per cent higher than on June 6 (the increase for steers was 152 per 
cent). Toward the end of November most companies were curtailing their 
market purchases, and one had stopped buying altogether. During the first week 
in December (42, p. 19) . 


the retail butchers’ association . . . decided to suspend purchases of beef from 
the wholesalers, thus virtually and voluntarily going out of business for the 
time being. The main reason adduced for the decision was that, at the present 
high prices which the retailer has to pay the wholesaler, his prices to the public 
would inevitably provoke consumer-resistance, and the consequent contrac- 
tion of sales would endanger his profit margin. It is stated that, among the 
steps the butcher trade would like to see taken are: 1) a system of ceiling 
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prices applicable to the Liniers cattle market; 2) price-marking for the dif- 
ferent beef cuts at the wholesale trade stage, and 3) retail prices to be fixed 
at 30 per cent net above these wholesale prices. 


The government again tried to iron out the situation, first by trying to induce 
packers to observe a gentlemen’s agreement not to outbid each other in the cattle 
markets, with the expectation that cattle prices could be stabilized. This did not 
work, with the result noted in one headline that “Cows Jump Over the Moon” 
(4x, p. 15). Various other expedients were considered and announced: exports 
to the United Kingdom would be curtailed; slaughter for domestic consumption 
in the main cattle zone would be reduced to 30 per cent below the July 1958 
record; Mondays and Fridays would be beefless days in restaurants. 

It had all happened before, and looked as if the whole complex of costly 
controls was going to be revived. Then suddenly the government gave up. 
Everything was completely out of hand. It removed price controls on meat and 
exports, and abolished the multiple exchange system for most products; only 
the official steer grading system remained. For the first time in almost twenty 
years the meat packing companies were on their own.” 

STATISTICAL APPENDIX 


Table A is unorthodox in arrangement. The main purpose is to illustrate 
the interplay of official steer prices and auction prices in Argentina’s chief cattle 
market. In order to facilitate direct comparison, the price columns are placed 
side by side in the middle of each section. A secondary purpose is to show influ- 
ences on prices and of prices on sales; this is done by means of the column giving 
volume of sales, explanatory footnotes, and by textual elaboration. 

Official steer schedules are not given because they are not comparable to 

22 As of March 1960 the Argentine government had paid 6,444 million pesos (10) to cover 


deficits stemming from Perén’s intervention in the meat trade. 
The following statement recapitulates payments reported to this point (in million pesos): 


Ch sg JAS TRS als See LE ee eee eee nonce 3,957 
National Economic Recovery Fund 
IMDM akc cuaiwatw saumGwsus esp scce sass 0s s0ss cones es ce 2,724 
SOOO eicbe ac eehabeobesex eo tae ns seeded sGeee 60s00e9o5seae% 879 3,603 
May 27, 1957—April 30, 1958 
RST EINE MUBENIB C5545 hig a 0isls oh oosno555W bs 505600 es eos ce swarsees 195 
Pap etits TEE IY ROUD 5655050400sseadebees oacnsiroescasehase ge 189 
NE ios cocks kaa bs soos eo esse Re nbeoo ssaeaw ness hens be 7,944 
Amount duplicated in National Economic Recovery Fund and Clean-up Bond 
LO DP Rae seo er eer erreemre fers Tees AP ere te eer 1,433 
MM euuean bonus saboeucaasascesneteess ones cosevass cusses 6,511 


This total is higher than the one given above, but the Clean-up Bond total is the upper limit author- 
ized for expenditure on the various current meat accounts. Argentine packers included in the system 
of state subventions received 36 per cent of total subsidies reported by the Secretary of Agriculture to 
the Senate in August 1958. (Actually the comparison was between national and private companies; 
2,127 million pesos for the former, and 3,809 for the latter [24f, p. 3], practically all of which were 
foreign. At that time the audit of past payments had not been completed.) 

Still outstanding are a part of the “15 per cent subject to audit” claims dating from 1946. Prac- 
tically all of the indebtedness through 1954 has been settled and the claims for the years 1955 and 
1956 have been worked out by the Meat Board (23, p. xii). These are being handled on a company- 
by-company basis, and those companies which have reached agreement with the National Meat Board 
as to their totals have received all but a relatively insignificant balance for which funds are not im- 
mediately available. Whether such payments as have been made to date are inciuded in the report of 


total payments is not clear. 
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market prices, official prices being published in terms of pesos per kilo, dressed 

weight; market prices on the basis of live weight. Even if both were based on 
live weights, they cannot be compared on an annual basis. The market prices 
are weighted averages; the official are list prices applicable to grades whose bases 
tended to vary from schedule to schedule, and which in any event would give no 
idea of the proportion of total steer sales to which each grade applied. Further- 
more, if all other things had been equal, there remains the fact that only in 1947, 
1948, and 1957 did a single schedule apply throughout the year. With the excep- 
tion of 1939—included in the table for the purpose of comparing the magnitude 
of sales—prices of steers sold by the producers directly to the packers are averages 
of total sales made at official prices. These averages are influenced by the com- 
position of sales, which differ from year to year; illustrative of this point are those 
for 1947 and 1948, during which the same price schedule applied. 

For the years 1945 through 1954, at least, the prices of cattle other than steers 
also were indirectly controlled by the invoice prices on meat exports issued to 
the exporting companies by the government; for the period May 1955-February 
1957 the prices of all cattle sold directly to packers were fixed. 

Official prices influenced Liniers prices because they were mandatory minima 
for auction purchases of steers by packers and abattoirs subject to the official price 
system, except from May 1955 through May 1957, when that rule was in abey- 
ance for market operations. Even in those years the official prices had an indirect 
effect, in that the removal of price supports for sales made at auction caused 
producers to ship so many steers directly that there was a lively competition for 
the small number sold in the Liniers Market. 

It is probably too obvious to point out that, in a market situation in which 
controlled prices and auction markets both operated, producers would favor the 
latter in periods of cattle shortages, and that auction prices would therefore rise 
above official levels. This was not the case, however, in 1945, 1946, 1950, and 1953. 
Special circumstances prevailed in each of these years. Despite a drop in 1945 
and 1946 of 500,000 head in the combined cattle offerings at Liniers and to central 
packers below the 1944 record, the market average was lower than the official 
because lengthy port and packing house strikes caused the packers to curtail 
market purchases. Suspension of meat exports to the United Kingdom from 
late July 1950 through April 1951 produced the same reaction in 1950. Cattle 
offerings through both outlets in 1953, though 400,000 above those of 1952, never- 
theless were at the same level as in 1945 and 1946. It was in 1953 that the govern- 
ment decided to raise official prices high enough to revive direct sales, and to, 
make official prices maxima for all steer sales, whether direct or at auction. 
Unquestionably the recovery of cattle numbers, as reflected in the increase in 
offerings during the year, was responsible for the belated success of the efforts 
to stabilize prices. 

The developments responsible for price disparities between 1957 and 1958 
have been discussed so recently as not to require recapitulation. The influence 
of these developments is not clearly discernible from the averages in Table A, 
and for that reason monthly averages are used in Tables B and C for the purpose 
of timing the developments and the reaction to them. 
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+A 30 per cent advance went into effect as of June 23, 1958. 
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Taste B.—Sreer Prices, Direct aND Linters Marker Purcuases, MontHiy Averaces, 1957-58°® 

















Direct purchases? Liniers sales? 

Live Yield Dressed Live Yield? — Dressed 1 

weight (per weight# weight (per weight 

Year and month (pesos[kg) cent)  (pesos/kg) (pesos/kg) cent) (pesos/kg) 
ee 3.098 60.3 5.138 2.562 56.8 4.511 
ee 3.085 60.4 5.108 2.647 56.9 4.652 
MES tos aeee es 3.091 60.1 5.143 2.600 5721 4.553 

. ee 3.004 59.4 5.057 2.545 56.7 4.489 
ee 3.061 60.6 5.051 2.905 py ae" 5.052 
WN Assn ohs 3.154 60.0 5.257 3.060 58.2 5.258 
rere 3.051 60.4 5.051 2.892 58.0 4.986 

| eres 3.082 60.3 5.111 2.737 57.7 4.743 
TS ve cceckves 3.133 61.2 5.119 2.811° 59.8 4.701 
Le re 3.162 61.1 5.175 2.816 59.1 4.765 
INGW2 iscsi se 3.179 61.3 5.186 2.666 59.3 4.496 
OS a re 3.121 61.0 5.116 2.485 59.9 4.148 
eee 3.096 60.5 5.117 2.730 58.4 4.675 
ee PR. iiss issu 3.130 61.8 5.064 2.609° 59.6 4.377 
eo es ae 3.096 60.9 5.084 2.739 58.4 4.690 
PODS Aeieecs ss 3.059 60.5 5.056 2.841° 57.6 4.932 
rere 3.011 59.8 5.035 2.965 57.6 5.148 
eee 3.008 59.6 5.047 3S 1s2 58.3 bie Ti 
ARES e'csn ae oonss 3.082 58.2 5.291 3.384 58.9 5.745 
Wille! Sek 25 «tee 3.983 61.0 6.530 3.978 57.8 6.882 
Serer 4.072 61.2 6.654 4.644 58.7 190 
ae 4.672 62.1 7.523 4.697 59.1 7.948 
Cee 4.818 61.9 7.784 4.960 59.1 8.393 
ee 4.968 61.0 8.144 5.885 59-2 9.941 
| Se ee ger orae 8.460 58.7 14.412 8.671 59.0 14.697 
ee 3.470 60.7 5.717 4.776 58.7 8.136 





* Argentina, Junta Nacional de Carnes, Resefiz2 f2 1958, pp. 91, 145, 147. 

@ Average of purchases at official minimum prices. 

> Average of Liniers Market auction prices. 

© Computed. According to the National Meat Board, the yield—i.e., the relation of dressed weight 
to live weight—of cattle sold directly to packers and those sold at auction is not strictly comparable 
because, under Argentine law, cattle shipped directly from producer to packer are weighed immedi- 
ately after leaving the train, while cattle sold in markets usually are fed and watered upon arrival, 
before weighing. Consequently, dressed weight of animals of approximate grades and weights is 
lower in the case of market purchases than in the case of direct shipments by comparison with the 
live weight tonnage. 

4 Dressed weight at the slaughter floor corresponds to the following preparation: the head is 
separated above the first cervical vertebra; the lower leg is cut at the second joint between the hock 
and the knee; the tail is separated below the first vertebra; the diaphragm, kidneys, and the fat of 
the kidneys, pelvis, pelvic canal, and, in the case of cows, the udder, adhere to the carcass. 

€ Under the “compensation price” formula set up by the decree law of May 27, 1957, as elabo- 
rated by the National Meat Board, the prices of steers sold at auction were averaged at the end of 
each day and, in the case of those which had sold at prices below the average, the purchaser, if subject 
to the official price system, was required to make up the difference between the purchase price and 
the average. Bonuses thus paid averaged as follows, in pesos per kilogram live weight: 


1957 Jun. Jul. Aug. Sep. Oct. Nov. Dec. 
-010 049 080 078 .092 210 328 
1958 Jan. Feb. Mar. 


238 -098 -013 


Since these are averages for all steers sold, and not alone those to the packers and abattoirs required 
to pay official prices, the bonuses paid by the latter were higher than those listed above, and hence 
have not been used in figuring dressed weight prices. 


a a 















(NN Ce 0 Oe OGRE a 











Tasre C.—Cartie Prices, Direct ano Linrers Market Purcnases, MontHLY AvERAGES, 1957-58® 














Direct purchases@ Liniers sales® 

Live Yield¢ Dressed Live Yield® Dressed 

weight (per weight weight (per weight@ 

Year and month (pesos/kg) cent) (pesos/kg) (pesos/kg) cent)  (pesos/kg) 
950 (BOR ais ices vi 2.820 58.5 4.821 2.289 55.2 4.147 
ee 2.812 58.8 4.782 2.340 55.7 4.201 
2 Tee 2.833 58.9 4.810 2.352 55.3 4.253 
Saree 2.764 58.1 4.757 2.283 55.0 4.151 
Bee 2.614 57.9 4.515 2.618 55.2 4.743 
SA, Scie ss ones 2.718 1.2 4.727 2.694" 56.0 4.811 
(Soe 2.665 57.6 4.627 2.569 56.0 4.477 
BB. 6200500 2.702 57.9 4.667 2.495¢ 55.5 4.495 
reer 2.858 59.4 4.811 2.674" 56.8 4.708 
See 2.974 59.9 4.965 2.643 56.9 4.645 
RWW: Goccucuen 2.944 59.9 4.915 2.487 57.4 4.333 
IONE. can tahicas 2.950 59.9 4.925 2.445 58.0 4.215 
AMGIEBE .. 656.6050 2.802 58.7 4.773 2.518 56.2 4.480 
1 0 2.981 60.8 4.903 2.555 57.5 4.443 
ORS 2.955 59.9 4.933 2.610° 55.9 4.669 
| ee 2.928 59.6 4.913 2.561° 54.6 4.690 
ree 2.878 58.8 4.895 2.694 54.5 4.943 
_ ererrrre 2.860 58.3 4.906 2.789 54.8 5.089 
SIG: cou wanuuen 2.859 56.3 5.078 3.005 55.3 5.434 
errr 3.745 59.5 6.294 3.665 55.3 6.627 
Be 3.875 59.3 6.535 4.396 56.8 7.739 
. Seebrerrere 4.512 60.8 7.421 4.496 57.2 7.860 
CSR ees 4.760 61.2 7.778 4.891 57.4 8.521 
MGs cccaene ee 4.908 59.9 8.194 5.717 58.0 9.857 
IONE c csdawin aie 7.665 56.7 13.519 8.379 57.8 14.497 
APENRE o5 0020000 3.321 59.5 5.582 4.041 56.3 7.178 





* Junta Nacional de Carnes, Resefia Afio 1953, pp. 92, 145, 147. 

@-4, inclusive: same as in Table B. 

€ On the basis of total cattle sales, the premium paid by packers on steers purchased at auction at 
prices below the official minima (sce footnote e, Table B) brought up the average cattle prices for the 
months indicated by the following amounts (pesos per kilogram, live weight): 


1957 Jun. Jul. Aug. Sep. Oct. Nov. Dec. 
-002 013 -018 -023 -034 -091 143 
1958 Jan. Feb. Mar. 
.093 -029 003 


A glance will suffice to inform the reader that these two tables are to be used 
to illustrate other matters than the one already alluded to. They are intended 
to serve two purposes, the second of which will be discussed later. For the 
moment, our concern is with the first and fourth statistical columns in both 
tables, but first an explanatory digression.** 

It will be recalled that on February 27, 1957 the Provisional Government 
abolished the meat subsidy in Buenos Aires and suburbs and removed ceiling 
prices on all cattle except steers. Retail meat prices, which had been virtually 
unchanged since 1953, moved up rapidly through June. In a list of prices of six 


23 The dressed weight prices are merely live weight prices divided by the yield; they represent no 
difference in the return to the producer. 
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representative cuts published regularly by the government statistical office, the 
June 1957 averages ranged from 52 per cent for rump roasts to 176 per cent for 
soup bones above those of December 1956. Buyer resistance began to make itself 
felt in July, and prices fell throughout the last six months of the year, when a 
recovery set in, which through April was considered steep but which nevertheless 
left prices lower than in the previous June. Came May 1958 with a 60 per cent 
wage increase, with the dual effects on demand and prices already discussed, and 
July with a 30 per cent average advance in steer prices. The rise in retail prices 
led to reimposition of ceilings on meat prices to the consumer in August. 

In order to compare the advances of cattle and steer prices in the Liniers 
Market auctions and direct sales with those of meat, the price of asados** was 
selected because it is the closest to the mean of the six beef cuts for which price 
series are published by the government statistical office and is also quite consistent 
in its relationship with the total of other prices throughout 1957 and 1958 (27a). 
The comparison is in terms of percentage increases (steer prices are included 
because they are an important component of the cattle price average, because they 
continued to be fixed for direct sales, and because, after revision of the national 
meat law on May 24, 1957, they were once more minima for auction purchases 
by the companies subject to the official grading and price system). 





Cattle Steers 
Direct Liniers Direct Liniers 
Period Asado Sales Market Sales Market 
Jan. 1957-Jun. 1957........... 70 (A) 18 2  ~=©20 
Jan. 1957-Dec. 1957 ........-. 53 5 7 1 (-3) 
Jan. 1957-Apr. 1958 .......... 59 2 18 = (3) — «6 
Apr. 1958-Aug. 1958 ......... 61 35 63 35 57 
Apr. 1958-Nov. 1958 ......... 58 70 112 65 «9 
Apr. 1958-Dec. 1958.......... 120 166 212 181 192 


The previous tabulation compared the advance of list prices of the asado with 
weighted averages of cattle and steer prices, live weight. That which follows 
gives average list prices of the beef roast in pesos per kilo (27) and then shows 
the percentage differential between weighted averages of prices (dressed weight 
basis) of cattle sold directly to central packers and abattoirs and in Liniers Market 
auctions (Table C): 


Asado prices as per cent of cattle prices 





Month Asado Direct sales Liniers Market 

1957 1958 1957 1958 1957 1958 
NN, Sawheeieconend 4.80 7.34 99 150 116 165 
rer 4.88 7.44 102 151 116 159 
MM Set vcinihwanna 6.95 7.46 144 152 164 159 
te 06 eis tect ed 6.96 7.65 146 156 168 155 
May Raia stefeuteea aes 7.09 8.45 157 172 150 166 
| eee 8.16 8.82 173 174 170 162 
Se ae 8.19 10.86 177 173 183 164 
ee eee 8.10 12.29 173 188 180 159 
i kta nga 7.71 = 11.73 160 158 164 149 
ee 7.62 11.76 154 151 164 138 
err 7.37 12.10 150 148 170 123 
er 7.34 16.82 149 124 174 116 


24 Asado means “roasted.” The cut known as the aszZo is the short-rib section of a side of meat. 
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The margins would be wider if an average of all retail meat prices could be 
given, but such averages are available only in the annual series. (For 1957 and 
1958 they average around 16 per cent lower than the monthly series used.) On 
the other hand, the margin would be narrowed by the bonus on sales indicated 
by note ¢, Tables B and C. At best, the tabulation can be no more than suggestive. 
Between the cattle producer and the consumer lie three stages: the processor, 
the wholesaler, and the retailer. From the price paid to the producer, the. proc- 
essor deducts credits for by-products; to the balance he adds processing costs, 
allowance for shrinkage, overhead, profits, taxes, etc. The only figures I have 
that pertain to this process are for chiller grade steers in August 1958, after the 
60 per cent wage increase and 30 per cent price increase were in effect; these 
indicate that, without making allowance for profits and taxes, approximately 
20 per cent was added in the course of processing to the prices paid by the proces- 
sor to the producer. The only other datum is the 34 per cent increase over and 
above the wholesale price which the retailer was allowed to collect by the August 
1958 decree. Even with two unknowns—packers’ profits and taxes and the 
amount above the packers’ price added at the wholesale level—at least 60 per cent 
was added to the dressed weight price of the cattle. Even with this smattering of 
information it is difficult to see how the domestic trade could have been profitable 
to the entrepreneurs after May 1957, although they certainly must have been 
able to do fairly well during the ten months March-December 1957. If that were 
the case, how does one explain the bonuses paid by the government in each of 
the ten months beginning with June 1957? The unit prices on Liniers purchases, 
as shown in Table D, suggest an answer. 

In each of the ten months the average of prices paid by the National Packing 
House of Buenos Aires for purchases on its own account was higher than the 
Liniers average on total sales; in eight months of the ten the same was true of 
CAP and the abattoirs (column a) required to pay official prices for steers. Steer 
purchases by the private packers may occasionally have gone above the daily 
average, but the comparative low monthly average of prices paid by them during 
that period suggests that their Liniers purchases were largely composed of cattle 
other than steers. This further suggests that the packing house subsidies paid 
by the government in June 1958 to cover deficits incurred between May 1957 and 
April 1958 went almost entirely to Argentine companies, unless there were also 
losses on export sales. The unit prices of meat exports in Table E do not lead 
to such an inference, when compared to the dressed weight prices in Tables 
B and C. 

Exported meats require a larger degree of preparation, handling, and pack- 
aging than those that move directly into local markets, especially since most meat 
produced for local consumption in Argentina is sold within a short radius of 
the place of slaughter. Handling, shipping, and ancillary expenses add still more 
to purchase prices. Taxes on exported meat are much higher than on that sold 
at home. Steer meat, and especially the more expensive grades, comprises a larger 
proportion of exports than is comprehended in the weighted averages of total 
sales. The tonnage exported includes packaging, which in the case of canned 
meat contributes probably more to total weight than is compensated by loss of 
weight from the dressed weight equivalent in meat shipped on a bone-out basis. 





Taste D. —ARGENTINA: CATTLE Purcnases, Liniers Market, VoLuME aNp UNiT Pricer. 1957. 10SR¢e 





























“sqinqns pur sary souang 30 sprek saxySneys 


ence OTT OO 


“6bl “S ‘BS61 OU 94957N 


—_——_ 


pus asozy Surmred 
“w9} 


i 


JEUONEN JO SVITEUOTSSIOUED @ 


sks a0ud perso 0 y2{qns » 
‘sauJeD IP JEUOIIEN, run{ ‘eunusZ1y » 

















(sy819m aasy ‘BY [s0sad) 224d HUN 





(p22y 000'T) 24UMICA 


we 66f IS Or see pb Lovt LE 188 £56 68h E1z'y *** “eBesOAe JO [eIO,L 
6S°2 17'8 SZ£°8 Sb's SZ°8 8¢°8 78 (as £6 12 Sb — ee ae 
6s S'S —oT6S SBS CLS LS 88 <3 78 06 Sb ihc 
oe, |? oe od 60l = LE 66 €9 Lb eee oe 
coh 7S) COBO OLY OS*+ sit 2 3 88 €b cE mee ke+e* <9 ae 
sve 6h «SY CEOS HOON 96 ne <4 04 6S Sb oe tees ae 
67°€ 78°€ or “ve “ee L9¢ €sl 6£ +9 98 bb ae, oe a “nf 
6S°7 80°€ @'€ 18°Z se'e 10°€ 6b 0€ 02 61 6+ ie io <7° Se 
gz Lo tCOTE::«OCOHZCLOTE HLT esl rE +9 III 8E oor “ARN 
$S°€ 68°C +6°7 LUZ 18°Z 69°7 OsT 0€ 69 +8 £€ ae. ee "ady 
1s°Z dik a \ Se Se 77 9S '@ scl Or 79 +9 £f a oor ee 
iy A 7 A 2 t°7 ¥9°7 19°7 bit v€ 6S bb (43 at ae 
yy A 3 A 2: De 2 7% SC Tt Lz 89 0s bb a o+s0e* Sa 
oe a 2 1 H9 ws «Sb gol’e *** Berane 40 [FOL 
ey A | oe A) A 97 8Sh Ce eel £7 8S 9€ v€ — SS oe 
ye A A ok Ae 2 Ak SO 09° 36H 2 Lol (a4 +9 ty os -— oo ee 
wz 89%) ZCdT'Z:SCLT HT Izl 4 €8 8b 9b mao ae 
$9°T Ty ak SS 0 L9°T zor l€ 92 8b 0£ |, | a ae 
aa Ye A ty A (0 A 4 SC 66 9€ Is SS I€ cer 0° ** ee 
€b°% = OBZ $8°7 le°@ 7% 09% 66 +E 49 6S tb — 2 a “inf 
62 06'Z_—i(“‘iE:CiSZ—C“‘ié«éTZCC I'S 98 €€ <9 +8 8b a oC ee 
se'Z BL7 16°72 th @ €9°'% 79% 79 9€ tL SZ Sb RE alt alae key 
vor ns ot AS Ok SO ) Oe <2 SR L9 87 IZ Lz bE Sete ae 
er rs or A Se rh a 6£ I€ 12 cE Ip eae here ee<** Se 
86° 1 $S°7 est 91°72 6v°7 ve'7 87 4 ha 97 ve aoe 7 °88*9? "ee 
76" 1 Or'z 1y'7 cse'7 LEZ“ is TN te IZ 8b 0€ Sz mag nes 6d+ 07> Se 
(q) (e) "Buy ssayord dvVO ]10.L, (q) (t) OdyS13,J s12yoed advo J0L tQuOU pur Je2, 
ss10NeQY WEN mneAUd ss10neqy 1Q&N deal 








e8S61 ‘L561 “FOMd LING) INV AWNTOA 


‘yaWUvy SUSINIT 


(sasVHOUN FLLLVD :VNILNIOUY— "D aTav 


r 





Taste E.—ARGENTINA, Meat Exports, Montury, 1957-1958*® 











Value Unit Exchange 

Volume price? rates® 
(1,000 (million ($1,000 (pesos/ (pesos] 

Year and month tons) pesos) US.) kg) $) 
ee Ns. oasensacne 51.3 531.1 28,157 10.35 18.8 
MS i 32 esta 49.5 379.1 20,147 7.66 18.8 
Meh icciagwcce 53.8 429.5 22,985 7.98 18.7 
. ee 50.0 396.8 20,724 7.94 19.2 
on, Bee 46.6 394.9 20,549 8.47 19.2 
Sak sGesuees 41.1 396.7 19,961 9.65 19.9 
TL oy shinies 50.1 435.4 21,408 8.69 20.3 
ee 55.1 466.2 23,218 8.46 20.1 
_ Serre 47.1 449.5 21,736 9.54 20.7 
OC eae 47.3 440.5 20,849 9.31 21.1 
DMORs os kes esos 58.1 482.8 24,225 8.31 19.9 
BORE: 2.3 Sica hoe 51.0 409.0 20,888 8.02 19.6 
Total or average... .601.0 5,055.9 256,584 8.41 19.7 
= eerererr re 60.3 474.6 24,700 7.87 19.2 
RBS potas sence 50.5 404.5 20,757 6.71 19.5 
| Ce ae 54.2 449.9 23,192 8.30 19.4 
Bs ks Ksonenen 57.0 485.6 24,502 8.52 19.8 
EEL 58.9 599.7 29,070 10.18 20.6 
PRs: sAesabe ses 64.1 648.7 31,122 10.12 20.8 
Ee Tes 52.8 555.1 25,881 10.51 21.4 
eee 49.0 610.1 22,652 12.45 26.9 
SED. .occcseses 40.3 644.0 20,546 15.98 31.3 
ROG co ceeteeend 48.4 808.8 23,241 16.71 34.8 
NOV. oink senue 53.4 874.7 22,849 16.38 38.3 
DORE: ssa eek 56.6 1,024.2 26,839 18.10 38.2 
Total or average... .645.4 7,579.7 295,351 11.77 25.7 




















* Argentina, Direccién Nacional de Estadistica y Censos, Boletin Mensual de Estadistica, January 


1958-July 1959. 
¢ Calculated. 





Nevertheless, steer meat made up around 65 per cent of the export weight of 
total meat exports in 1957 and 1958, including mutton and pork, and 75-80 per 
cent of refrigerated shipments. Even so, the margin between dressed weight 
steer prices seems to have been wide enough to have covered the excess costs men- 
tioned and still have returned profits for the period under immediate purview, as 
well as for the last seven months of 1958, after the advance in all cattle and 
meat prices arising from the expansion of earning power in May 1958 and the 
advance in steer prices as of late June. This would not have been true without 
the revision of the exchange rate structure for meat exports introduced on August 
1, 1958 (65 per cent at 18 pesos/$1 U.S.; 35 per cent at the open market rate). 

Because of the larger volume they were equipped to process, the greater eff- 
ciency of their operations, and established export markets, the companies which 
participated most actively in the export trade were in a much better financial 
position than those which served the domestic market almost exclusively. Yet 
it was the private firms that were the most cautious in their bidding in Liniers 
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7/ 
Market auctions, and those which chiefly served the domestic market that were 
most active in bidding up prices. The more favorable prices obtainable at Liniers, 
partially a consequence of their bids, led producers to prefer to sell there, rather 
than directly to packers at controlled prices—a recurrence of what had occurred 
between 1947 and 1953. Direct sales, which fell off somewhat in May 1958, plum- 
meted after July, forcing packers to buy most of their requirements at auction 
(see Table F). To the extent possible, they reduced their slaughter for con- 


Taste F.—CATTLe AND STEER SALES TO CENTRAL PACKERS AND IN LINIERS 
Market, Montuiy Averaces, 1957-58° 


(Thousand head) 














Cattle Steers 

Year and month Liniers Direct Liniers Direct 

1957 FAR co cercceccesees 157 435 44 233 
Pete Acasa sien ec 147 391 36 212 
NEES .cciceeswie ose 217 267 32 183 
ABE. os cesccccecees 227 258 31 177 
May ...cccocsoeses 290 264 43 161 
UR ckitacanns ocean 316 176 64 108 
DE satakneouseawes 301 210 63 128 
Aug. ..-.-eseceecee 272 271 49 172 
Ss ckacaasiaseds 287 188 70 134 
Rs o25e 54 censure 322 187 100 145 
TNO cies weweeewes 285 229 104 170 
PEGS ccsceneoweanes 284 186 101 148 

ADDO? TO cas e:0'eeis oor ere 330 278 106 225 
ROE: snsauee coc 283 222 69 181 
WAGRS cwecadtorscsewe 324 235 64 195 
ADE. 2. cccsccccvecs 366 225 61 185 
May ...ccccccccees 400 147 77 114 
PU eons asccwe ces 437 106 114 76 
err ere 386 138 94 109 
See 312 64 108 47 
ae 316 64 115 51 
ROBE ssessdasans ewe 355 97 141 83 
PES saicteewcecese 340 54 159 44 
eee ree 363 18 194 12 





* Argentina, Junta Nacional de Carnes, Resefia Afio 1958, pp. 145-47. 


sumption, which by November 1958 could not have been conducted at other 
than a loss. The bigger export earnings made possible by the downward slide 
of the free market rate of the peso appear to have offset losses on the domestic trade 
until November, when all the companies were being pinched between the high 
level of cattle prices and the ceilings on retail beef. 

For two reasons, this statistical appendix has dwelt on the details of the years 
1957 and 1958: (1) they are the only two years for which all of the details pre- 
sented are available on a monthly basis; (2) they cover the two most crucial years 
of the Argentine government's attempts to eliminate the crippling subsidies with 
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which it had been burdened by the Perdn policies and its own mistakes, while 
at the same time attempting to maintain controls adopted earlier for the purpose 


of regulating the foreign-owned companies. 
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R. J. Hammonp 


BENEFIT-COST ANALYSIS AND 
WATER-POLLUTION CONTROL IN 
THE UNITED STATES: A NOTE* 


A HISTORICAL SURVEY 


Benefit-cost analysis and the embodiment of its results in a 
benefit-cost ratio had their origins in United States Federal Government practice, 
having been used by the Army Corps of Engineers for over fifty years in con- 
nection with river and harbor improvements. They constituted an administra- 
tive device which owed nothing in its origins to economic theory, and until the 
early nineteen-thirties were applied only to tangible costs and benefits. However, 
when the Great Depression led to attempts to revive the national economy by 
massive public works, the evaluation techniques currently in use appeared to be 
unduly restrictive. In 1934 the Water Resources Committee of Secretary Ickes’ 
National Resources Board recommended the extension of benefit-cost analysis 
to intangible factors, and in particular to take into account the benefits of em- 
ploying “creatively” labor that might otherwise be idle and maintained at public 
expense. In 1936 the Flood Control Act empowered the Federal Government 
to participate in flood control schemes “if the benefits to whomsoever they may 
accrue are in excess of the estimated costs, and if the lives and social security of 
people are otherwise adversely affected.” Thenceforth the practice of making 
benefit-cost analysis, and with it an increasing attention to intangibles, more par- 
ticularly on the side of benefits, spread over the whole field of water development. 

No attempt was made before World War II to secure consistency in the 
practices of various agencies, and when large-scale economic projects, calling for 
high federal expenditures, were resumed after the war, the methods of analysis 
employed were found to be widely divergent. Moreover, with large-scale un- 
employment apparently a thing of the past, the attitude of Congressional and 
public opinion became increasingly critical of inconsistencies all of which seemed 
calculated to increase the burden on the federal taxpayer. From about 1950 
onward, professional economists began to take a sustained interest in benefit-cost 


_ _,® This is an abstract of a study, recently published as Food Research Institute Miscellaneous Pub- 
lication 13, which was prepared under contract with the U.S. Department of Health, Education, and 
Welfare. Karl Brandt, Associate Director, Food Research Institute, initiated the inquiry and directed 
its earlier stages. For the final form, as for the present abstract, the author alone is responsible. 
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questions, and a substantial literature developed. Controversy centered mainly 
on indirect or secondary benefits and the extent to which intangibles might be 
admitted. 

In 1946 the Federal Inter-Agency River Basin Committee appointed a sub- 
Committee on Benefits and Costs for the purpose of formulating mutually ac- 
ceptable principles and procedures. This Committee still exists under another 
name. In May 1950 it produced an interim report—commonly known as the 
“Green Book”—which was welcomed by economists as a step forward in the 
rational treatment of benefit-cost problems. But this did not end controversy 
between agencies or criticism from outside commentators, and it seems fair to 
describe the work of the Committee as having reached an impasse. This is prin- 
cipally, perhaps, because no agency is willing to give up practices which ensure 
it “satisfactory” benefit-cost ratios—i.e., in excess of unity. The Bureau of Rec- 
lamation more especially has come under criticism for illogical methods of 
analysis, but no agency has been immune from attack. Contrariwise, efforts by 
the Bureau of the Budget to secure uniformity have themselves aroused Con- 
gressional criticism as “usurpation of the legislative power,” but the expressed 
intention of the Senatc to promulgate fresh criteria has so far not materialized. 


CRITIQUE OF CURRENT APPROACH TO BENEFIT-COST ANALYSIS 


Most unofficial criticism of the impasse into which officially employed benefit- 
cost analysis has fallen suggests that political factors are to blame and that but 
for these the analysis would provide a satisfactory means of evaluating water 
projects. This belief does not appear to be warranted. The pronouncements of 
the sub-Committee on Benefits and Costs, as embodied in the “Green Book,” 
are in principle unsatisfactory because they purposely eschew any practical ad- 
ministrative reference, and may thus be stigmatized as academic: moreover, even 
on their own chosen plane they display serious weaknesses of treatment. It is 
advised, for instance, that agencies should seek, for any given project, the maxi- 
mum excess of benefits over costs, regardless of the amount of the costs: a recom- 
mendation likely to lead to the development of fewer projects yielding dimin- 
ishing returns. In considering costs, no distinction is drawn between capital 
investment and current expenditure, so that the resultant benefit-cost ratio dis- 
criminates against projects having high levels of both current expenditure and 
income, compared with the capital investment involved. This is not only un- 
desirable in itself, but inconsistent with the Committee’s own assertion that the 
excess of benefits over costs is all that matters. 

Another weakness of the sub-Committee’s recommendations is the extent 
to which they are prepared to advocate the use of imaginary data (long-term 
projections and the like) in economic evaluation. This is particularly noticeable 
in the discussion of the effects of water-development projects on recreation, fish, 
and wildlife, in which the recommended methods resort almost wholly to imagi- 
nary data and must therefore lead to imaginary results. But critics of the sub- 
Committee have sometimes recommended even more extensive recourse to imagi- 
nary data. A report to the Bureau of Reclamation in June 1952 pointed out that 
consideration of a particular project logically involved not merely the alternative 
uses of the particular resources in question, but “any alternative uses made of any 
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TF 
of the Nation’s available resources.” The writer regards this dictum as a reductio 
ad absurdum of the claims made in some quarters for benefit-cost analysis and 
concludes that such large claims should be rejected. 

A more limited field for benefit-cost analysis, firmly related to administrative 
needs, would appear desirable. Benefit-cost evaluations should be embarked on 
only when the scale of the project justifies their cost in effort and expense; 
furthermore, the viewpoint from which they are undertaken should likewise be 
appropriate to that scale, that is to say, in general local rather than nation-wide. 
Particular care needs to be taken to avoid confusing transference of economic 
gains with net national benefit. Some benefits that are largely intangible—for 
instance, those connected with recreation, fish, and wildlife—might be better 
excluded from an analysis which seeks to evaluate investment. Instead they 
might be treated as items of collective consumption. If for any reason it is 
thought necessary to bring recreational benefits within the scope of a benefit-cost 
evaluation, the least objectionable course would be to set up a notional user- 
charge, multiply it by the number of users (suitably diminished to allow for the 
deterrent effect of such a charge), and treat it as the measure of income forgone 
by the decision not to levy an admission fee. The author, however, regards this 
as a second-best solution. 

As for “secondary” or “indirect” benefits, many critics have recommended 
their total exclusion from project analysis, on the ground that they are “ramify- 
ing, involved, and conjectural.” But this objection loses force if one follows the 
course earlier suggested and evaluates most projects not nationally but locally. 
Such benefits should, however, never be lumped with primary direct benefits 
into a single benefit-cost ratio, for this is illogical and misleading. So too a 
limited approach to project analysis makes it possible to treat the actual rate at 
which the responsible agency expects to borrow as the most appropriate interest 
rate at which to compute long-term annual costs. (It has been argued that a 
higher interest rate, based on opportunity costs, would better represent the social 
cost of public works; but any such rate would be necessarily arbitrary and more- 
over involves the doubtful assumption that competitive private uses for capital 
are entitled to the same consideration, from the point of view of the public in- 
terest, as government-sponsored projects.) 

This more limited, more practical approach to the problem would, in the 
author’s opinion, serve to rehabilitate a useful but limited administrative tool 
that has fallen into discredit through overstrain. 


THE CHARACTER OF THE WATER-POLLUTION PROBLEM 


The disposal of wastes is but one of many competing uses to which man puts 
Water, and it may be said to participate in other uses, such as drinking, ablution, 
fishing, manufacture, and power generation. Like most of these other uses, it is 
Not consumptive and in this contrasts sharply with irrigation, which results in 
heavy evaporation losses (up to 70 or 80 per cent in arid regions). Most water 
uses, in fact, involve not consumption but alteration of water. Whether this 
alteration constitutes pollution depends on its nature and extent, on the previous 
state of the water, and on the purposes for which the water is subsequently 
required. Pollution may be either organic, by wastes that decompose in the 
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presence of oxygen and hence are “self-purifying,” or inorganic, tending to 
become more concentrated as a result of evaporation. The disposal of wastes by 
water hence involves the use of two resources: the water itself as a diluent (and 
as a means of transporting wastes elsewhere), and its dissolved oxygen as a re- 
agent. The water needs for diluting wastes are very large. Raw city sewage, for 
instance, needs to be diluted with some forty times its own volume of water if 
the dissolved oxygen in the receiving waters is not to fall below the level generally 
considered safe for maintaining aquatic life. Some types of trade waste make 
demands many times as great. 

The growth of industry and population in the United States was bound 
eventually to overtax the waste-disposal resources and call for remedial measures, 
whether by waste treatment or flow regulation. But phenomena such as destruc- 
tion of fisheries or other wildlife cannot invariably and with certainty be attrib- 
uted to water pollution, and (in the words of the U.S. Government’s Committee 
on Water Pollution in 1939) “estimates of the economic consequences are both 
difficult and hazardous.” Even more difficult may be the apportionment of eco- 
nomic responsibility in individual instances where the equilibrium of water use 
has been disturbed and symptoms of pollution have resulted. Moreover, there 
are some instances where physical pollution of water has existed for generations 
and may be said to have been condoned. In such a case it cannot be said that the 
abatement of pollution will ipso facto restore a valuable natural resource, such as 
oyster-beds, that has been unusable for a considerable time; for new resources 
will have been developed to replace it and the demand for it may never revive. 
Indeed, it is always possible to argue that a polluter creates more economic wealth 
than he destroys. 


. 


APPLYING THE ANALYSIS 


The existing U.S. federal law on water pollution appears to offer little scope 
for benefit-cost analysis (by the Federal Government). This is partly because 
the federal authorities must approve state-sponsored plans conforming with 
statutory conditions, partly because the apportionment of federal funds between 
states has to be made on grounds other than those of economic efficiency, partly 
because the scale of the projects, and of federal aid, is so small as not to warrant 
deploying the whole armory of economic analysis. 

Such analysis might, however, be appropriate at the local level. So far as city 
sewage treatment is concerned, an adequate analysis of costs is simple, the more 
so since one would not be justified in pursuing it into the realm of secondary or 
indirect effects. But difficulties begin to arise almost immediately on the side of 
benefits. Such of these as the reduction in water-treatment costs to downstream 
users, or restoration of commercial fisheries, may indeed be capable of estimation. 
All else, however, is speculative. The benefits to public health, for instance, may 
well be negligible, bearing in mind that epidemic outbreaks attributable to 
bathing in polluted waters have over the past fifty years been extremely rare. 
As for the intangibles, such as public enjoyment of a clean stream, these seem 
unlikely generally to contribute much toward providing projects with a favorable 
benefit-cost ratio. 

It can, of course, be argued that projects should not be evaluated separately 

















but as part of a comprehensive water-pollution abatement program, conferring 
regional or even national benefits. But to pursue this course might lead to diff- 
culties in justifying the completion of such programs as that for the Ohio River 
Basin. There is bound to come a time when the contribution of the outstanding 
projects, in terms of investment and return, might be considered negligible, even 
though on grounds of public policy—such as the enforcement of equitable stand- 
ards of treatment on all water authorities—it were regarded as desirable that the 
program should be carried through. Indeed, the whole concept of an all-out 
campaign against water pollution is at variance with the notion of the most effi- 
cient use of resources embodied in benefit-cost analysis. 

The difficulties in applying the analysis to municipal treatment of sewage and 
industrial waste lie wholly on the side of benefits. For wastes treated by industry 
itself they extend to the estimation of costs also, inasmuch as treatment forms 
part of a manufacturing process. The apportionment of joint charges, particu- 
larly overheads, between different sections of a business must necessarily be arbi- 
trary, and firms would be tempted to exploit this situation in arguments with 
water-pollution control authorities. In order to guard against exaggerated esti- 
mates of water-treatment costs, it would be necessary for such authorities to 
employ their own investigating accountants—a costly, time-consuming, and per- 
haps inconclusive procedure. It is noteworthy that the costs of waste treatment 
appear to be much more onerous where alterations to existing factories are called 
for than in instances where completely new factories are being set up; this offers 
scope for a gradual and comparatively painless tightening-up of industrial waste 
regulations. 

To one form of pollution abatement benefit-cost analysis has already been 
applied in the United States—that arising from the construction of multiple- 
purpose dams, having as an incidental result the better regulation of stream flow 
and provision of dilution waters. The practice is to reckon the benefit as equal 
to the “alternate cost” of providing sewage treatment; but this is inconsistent 
with the view that sewage treatment itself confers economic benefits in excess 
of its costs. Either the multiple-purpose project should be credited with the 
(hypothetical) benefit of the alternate provision that would be necessary, or 
sewage treatment should be counted as collective expenditure instead of invest- 
ment. In the writer’s view, the latter course is simpler and in principle preferable. 


FURTHER OUTLOOK 

In general, water-pollution projects do not, therefore, lend themselves to 
benefit-cost analysis. This conclusion may be found difficult to reconcile with 
current notions and forecasts of increasing water demands and shortages, which, 
if true, might be expected to entail more care in the use of water. These fore- 
casts, however, themselves appear exaggerated: most industrial uses of water are 
not consumptive, and even when consumptive irrigation demands are taken into 
account there still remains a wide margin in the United States between over-all 
consumption and average run-off. Moreover, forecasts commonly ignore the 
question of price. It is arguable that the price of water in the United States is 
too low to promote economy in its use. Water-supply undertakings commonly 
operate most efficiently at maximum capacity and their rate policies consequently 
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30 
tend to encourage consumption. Moreover, their construction costs have often 
been incurred at a time when prices were much lower than they are today. In 
consequence, water is habitually, it seems, sold below replacement cost. (On 
the other hand, new water-development schemes are apt to ignore the influence 
of price upon consumption and provide expensive water that cannot be sold: 
the Metropolitan Water District of Southern California is one instance and the 
projected California Water Plan looks like another.) This suggests that the 
incentive to schemes of sewage reclamation (for instance) has hitherto been 
insufficient, but that, on the other hand, rising prices may damp down demand 
for water, and hence for some forms of pollution abatement, in the future. More 
information on this whole question of water prices is urgently called for; but if 
the opinion that they are too low is justified, then more stringent pollution-control 
regulations are to be welcomed as, in effect, tantamount to a price increase. 
The writer concludes that no form of economic analysis, even freed from 
current ambiguities and contradictions, will obviate the need for administra- 
tive judgment in considering individual water-pollution control schemes. The 
chidings of the more ardent advocates of benefit-cost analysis are unjustified; 
the golden rule is that there is no golden rule. 
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